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PROJECT SUMMARY 



I. INTRODUCTION 



Ls memorandum summarizes our two-year research .project , "The 
ynamics of the Poor,' 1 funded under U.S. Department of Labor Re- 

Grant No. 42-06-74-04. 

• * * *■ 

Our original project proposal described three areas of inve6ti- 



:ion 



• the extent to which people move £h and out of the poverty 



population over time. 



§ » The extent to which people moveon and off the welfare system 
0 \ oher Ximi. ^ it - '** , 

• *The relationship between public service jobs and the poverty 
population. * : 

We proposed to analyze the fi,rst topic through use of -the 1 Univer*- 
sity of Michigan f s Panel Study on Income Dynamics. We proposed' to analyze 

X f o . * 1 , • ' 

the second topic through collection and cfevelqpment of a sample -of „AFDC 
and AFDC-U ca$a histories from Alameda County, California,. We proposed ° 

NT 

to ano^ly^ the third top.i*c through use of the Census Employment Surveys. 

, % Ouc research is now^complete . * In fulfillment of our contractual 

' # • x * ' T N 

obligations, we include .with tt\is 0 summary weight papery. , In, addition, we/. 

announce the public availability of our sample of 3,15Sf AFl)C and AFDC-U 



..The pcfpers are: • - V 

"How Big is the American Underclass?", by Frank Levy ; 

In this paper -we use 'the Pdriet .Study on Inoofne Dynamics to measure j 
and explain movements in and out of the po.verty. population pjet 
time. Our "main focus is determining the extent. to fhich poverty 
is a temporary versus a permanent phenomenon. _ l£ * 

"County Welfare: Caseload Growth and Change in Alameda Countjy," _ ^ 

Michael Wisemat^. « * • * . 6 J 

•In this paper We describe the Alameda County, California, lAFDC and 



' AFDC-U programs between 196? and 1973. Our description deludes^ 
« , v " . A . 

changes in the size of the caseioads, changes in ttfe demographic 

characteristics. of recipients, and changes in the system's regular 

* ti'ons arid payments. Vfe also present gross . flows onto .and. off of. 

the case welfare'" rolls during the pefTod'. ; '•* . 

j) "Change and Turnover in a Welfare Population," by Michael Wiseman. 

>. ' ' In Ais 1 ' paper we anaiyze in detail movements^ onto -and. of.: 



• » 



of the ' "*> 
. 1 



• welfare rolls*. Our focus is 'the probability that a famiiy'<now on 

> • T "~ * * * w ' *' 

welfare w*ll leave welfate in the futbre and the way Chat proba- , 

. ' bility depends on personal "characteristics and* characteristics of 

" the system. We" alsd analyze, the Anfluence.of system characteristics 

d . on , the .probability that a woman on welfare joins thee labor force. 

4) ."the Alameda County Welfare Sam^Le Graphs, Tables, and Storifs," by 
« *• • • /. ' ( t • '. - . * 



Michael Wiseman- ' 



This^er contra ins" a' compendium of tabulations, from our Afameda ■ 
' County Welfare- Sample together with shoxt^iitories of representative 



cases. ' The paper is provided Co 
questions about welfare in Alameda 
the papers described in (2)^nfd-( 
5) "Income Dynamics Project County Weljf 
and Codebook," by Richard Booth and 



' : - •(.;._/ 

a(id the interested reade-r who has 
County that are nDt answered in 
) above. 

are Sample: § Variable Location 
Michael Wiseman. x 



• This codebook describes the* variables -collected in the Alafoeda 

4 x " * ■ ' i . * ■ ' • ' y «* 

County Welfare S amp life" arid gives tneir locations ol the data tape, 
t We hnVe provided this codebook in trie hope / of interesting, otlier 
researchers in* reanalyzing our data. 



6) "Education, .Earnings, and &he Ghet 



o: Problems i^i Inference from' 



Geographically Restricted Data," by Michael Wiseman and Frederick 
DopliEile. t ' 



o poverty areas within cities can 



Data §ets which* are restricted t 
produce _biases in policy ^valuation. In this p^per 'some limita- 



* i * v i • * m « 

< tions of these data sets fpr policy evaluation are 'illustrated . 

This paper Includes a"* discussioji of the circurfist^ncesfein which, 

these. d<afca sets will prove, valuable. < > 

7) ^On Giving a Job: The' Implementation and Allocation of Public Ser- 

vice Employment , " by ^i^hael Wisinfen. . 

In this paper we. analyze, the structural differences between public 

.employment programs designed Ho combat recession and public employ- 

. ; 

toent programs designed to cojqbat .poverty. We test the impact oi; 
alternative restrictions on' Jo b a pplicants for the* antippverty pror- 
gram using the Census Employment Survey for San Francisco/*- (This * ^ 



1 f 



t 



paper kas already"~been published as^Pappr Number 1 in the series/ 
"Achieving the Goals of the Employment Act /of 1946 — Thirtieth Anni- 
versary Review, 1 volume 1, published by the Subcommittee on Economic 
Growth', Joint Economic Committee of the U.S. Congress, August 25, 
.« 19/5.) *, . . . ■ - * 

8) '"The Time Poor: A New Look at Poverty ,". by Clair Vickery. • - • . 

* , In v this paper,*, we critique, £hef official poverty standard fop con- 

\ ' centrsJ^ng on ? a household's money needs alone.* A household consumes 
goods, produced in the market but 'it also, consumes g^sds produced in ' 
the home that require the time of an aduJLt. When a female jiouse- 

'hold head earns an income equal to her household^ poverty standard, 

' 1 » 

she is isnavailable to work in* the home. Correspondingly her family 

**" / 

- ' Is worse off than a' two-parent family in which one parent ^edrns a 
* 4 . l » ' ' / * 

v poverty standard income -and the other parent works inJthe/nome. We 

* ' • , u , ' / * 

K * * ' I 

• ' * * * (< J 

^ derive alternative poverty , standards that correct for this discrep- 

* cs * * / ' 

ancy. (*Chis •paper is -forthcoming in the 'Journal of Rwwcn Resources.) 
Our project has covered a number,. of different areas. / ,But our joain 
focus has been on turnover within the poverty and welfare populations. 
These are also the areafe in which .Ve have received the most: outsiile re- 



quests for information. Correspondingly, we focus our summary on these t 



two topics.; 



' . II. A SHORT INTRODUCTION TO TURNOVER * 

/ 'Turnover in the poverty population and turnover in the welfare 
rolls have certain features in. common* Each begin3 with a state— e.g. , 



"in poverty 11 — and a certain population — e.g.* the poverty jSTopulation 

t * 

during a particular year. As time passes, people move out of the state, 
'It is our- purpose in these' studies to find out how fast they move and 
why they move.. These "movements, too, share ■ certain characteristics. 

• A movement out of a state does not mean a* person has left the 
'state forever. 'People' who leave poverty in one year^may return>l 

. in the future. People who leave* the welfare rolls in one "year 
may return in the future.- 15 * * 

4 % * * 

• Correspondingly, it is often convenient to describe individuals 

hy the proportion of time they ^pend in & state: i.e.*, a partic- 

ular individual is poor three years out of five or one. year out 

*» 

1 * • - ' ' • 

, of ten. - . % * 

1 " - r * * > ' 

•different individuals" in the population ^have different ex ante 

probabilities of changing ( states . A male-headed household with ' 

income just below the poverty line has a better. chance of leaving^ 

'poverty than a female-headed household with / rio earned inoome . 

(Correspondingly,^ will probably spend a greater proportion of 

his time ^bbve. the poverty line than she will,.) Much of the vari- 

' ation irf these individual probabilities can be explained by indi- 
< i « « 

- vidual characteristics. _ % 



III" TURNOVER IN THE POVERTY POPULATION ' t 

Our results, reported here, are summarized in the paper "How Big 
t - - 

%s~ the American Underclass V 1 ' 
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Our concern in this analysis is not the poverty, population per se 
but that portion of the* poverty population who* are ' involved in current 
discussions of welfare reform, food stamps, extensions of medicaid, and 
so on. We define xhis, population to be the official poverty population 
excluding 1 households' and individuals eligible, for SSI but including house 
holds that would be below^the official poverty standard except f?or the ■ 
receipt of AFDC and general assistance payments. We call th£s group' the 
target pdpulation and we define it in the f oUowing* way : : % ' * 4 • 

... * / ^ ^ J 4 % " ■ : ' 

• * Definition ofvthe Target population 

* 

• The: pre-welfare poor ere .the/sat. of individuals who^e money 
incomes, excluding AFDC and general assistance payments, fall » 
' below the, official poverty standard. . 

Th£ target populatton is defined as the .'pre-welfare poor 
with the following exclusions: people over 6Q, 'and people liv- 
irigijin households headed by someone over 60 or someone .'wha is 
critically disabled. . - , 

In 1967, this target population contained 16.35 million people. 

Tlje composition of the target population is displayed in table 1 which 

* * *. 

classifies individuals by the race and sex of their household heads. 
♦ * * • 

What happened to- this group over time? Data 051 this question is 

contained, in tables 2 and 3. Table 2 shows the' group's disf ^ibutions of 

household, incomes for the years 1967 to 1573. Note that' income, as 'de- 
*■ / 

fined here', excludes A£DG and general assistance payments. By 1968, 31 
percent of the group was out of, poverty. By 1973, 58 percent of the 
group washout of poverty and 36 percent had JLncomes above, (1.5)x the 
poverty standard. * ' 



• ' TABLE 1 

COMPOSITION OF THE 19^L-TARGET POPULATION BY 
THE CHARACTERISTICS OF 'THEIR 
HOUSEHOLb HEAD 



1 " 

V. 


Characteristics of 
Household Head 


Number of People 
„ ' (in millions)* 


« 


• 

White male 


5.02 


f 


Nonwhite male 


4.70 . ' 




White female 


2.45 


♦ 


Nonwhite female ; # 


4.18> ' 




"TOT AL > 


- . 16.35 




Proportion who are children under 18 = 63%* 



/• 

t 

m 



TABLE 2 



* ANNUAL INCOME DISTRIBUTIONS .FOR MEMBERS OF THE 1967 
TARGET POPULATION FOR THE YEARS 1367-73 



Define Z as the ratio: 



[ 



Percentage of Population .with: ° 

&£.5' .5<Z<_1.0 l.O^ZflvS. 1.5<Z , 



Pre-welfare household income in year 
Household poverty standard in year 

Per centagU^ Who 
Have Been Out 
of Boverty at . 
Lease One Year 



totals 



1967 
1968 
1969 
1970 
' 1971 
#1972 
U973 



45 
34 

30 

i 

30 
23 
18 



55 

35 

31 

27 

26 

24^ 

24 



19 

23 

20' 

20 

%■ 

22 



12 
'i5 
23 

24 
32 
36 



f00 
100 
100 * 
100 . m 
100 ' ) 
*100.' 
100 . 



31 
*46 
57 
64 
6? 
75 



SOURCE: Panel Study on Income Dynamics. 



v Table 3 shows this progress was not continuous for 'all Individuals. 

Once out of poverty, many individuals still had significan£ 'probabilities 

of returning to poverty at some time in the future. Note that the pfpb- 

abilifcie^, of entering and leaving poverty were influenced in partly the 

national unemployment rate. % % * v 

y * . • . * 

/ % TABLE 3 . ' • * 

• ! * RATES OF LEAVING l^ND REENTERING* POVERTY ' 

I FOR THE 1967 TARGET POPULATION % s 



" — Average V Average ~ * National 

' Probability Brcrb'ability . Unemployment 
Year of Leaying ■ of Reenter- ' Rate 



1967 N 


\ 




-3.8„ 


1 


.31 








1968 




■ * 


3.6 




• - . r 


.22 


' .17 






1369 






3.5 






.'23 


• .26 






1970 






4.9 






: .22 


,28 






1971. 






' 5.9 






.26 


. .14 






1972 ' 


!.30 


.16 


5.6 




1973 






4.9 


I 


* — 


: \ 


• air 





* •** , \ * • 

SOURCE: PaHet Study on Income • Dynamic s. 

* Who leaves poverty? Our analysis suggests that- the families most 
likely to Teave poverty are relatively, ^mall', white, and male-headed. 
'£>th#r 'kinds' of families leave, but at slower rates. Withig ,a given year, 
relatively few people leave nov§rty through the formation of new, house- 
holds (e.g. , a female' hea^who Remarries or a young adult wha forms^a 
n§w household . ^ * , 
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* \ "^THo^TTo^pe&pl^ poverty? Among ma'le-headed household, the 

principal vehicle is a change in wages, perhaps linked to a change in/- 
job. Most^ male household* heads in the target population work, and they. 
\work close to fuirrtlHe/ '"They are poor' because they^ftave large fami-' 
lies and they work for low wages! Their wages are low' relative to na- 
tional averages, but they are also lowrelative t;<y the wage t^it.one * 
wouid^st innate for the^e heads based on their demographic characteris- 
tic^ This difference between actual and estimated wages suggests at 
least* some individuals^:! in poverty due ho "bad* luck, " In fact, 
this bad-luck hypothesis seems to.be> co^ect, since those male' he^ds 
who leave po^rty do so t thrp|*gh a modest increase in hours woi*ed and 
a substantial increase in wages'* 

.Female -heads who leave poverty do so through a combination of 
Wage and hours increases (for nonwhites) and wage, hQurs, and unearned , « 
income 'increases' (for whites). In general, ^male-^fieaded families leave 
poverty utf a much slower rate than males. 

ff s 

It is tempting Xo 'view the statist ics^U^tablfe 2 as sfinple upward 

mobility. A more accurate view can be constructed using Miltttn Fried*- 

* * - # » ■ , t i , . i ■ * ^* * 

qian s theory of permanent income. «\Under this theory, each household has 

some lpng-nrun average,' or permanent , income, ^purrent income in & p^r- 

ticular year is related tp permanent income through the" fallowing eqna^.. 

* * f 0 

* tioit: * • . « - • . ' 

* . \ n 

' ' w ' \ 

1)' • • ' ln(Yj - ln(Y P ) + u ' , ' -' V " 

wh'ere: In is the natural log function, , * * 



* Y equals actual dollar .income in year t, 



^ permanej|; 



Y equals^ permanen^; income,- and 



u is 'a stochastic 'error term with abnormal distribution. . 

• ■ • A--- • • . • . 

As suggested by ^equation (1), a household's annual . income flatty- 
's ** * * * 
» , \\ t - , * 
ates"*arourid its permanent, income, Thus* households move back and forth 

across the poverty line all *the' time, and the official annual poverty / 
count is a kind of snapshot which freezes this action in a given* year . 
With these fluctuations dn mind, it is reasonable to* suspect that the 
^oyerty count includes households with a variety of individual circum- 
stances: > " - x . 7 

r -,..*•* , ' * — 

- some' people with very high permanent incomes who are norm- % » 
aljy not in poverty but who haVe*had a particularly bad.jrear - 

some people with moderately high permanent incpmes who 5 are 
in rfoverty with some frequency (e.g.-, three years out of" ^. 
' . * every seven) apd— who have had a^jnoderately bad year' ™ • 

somk pep^le with/ very low (gubpoverty) permanent incomes 
who have had anything other than an except ipitally godd year. 

In this context, what appears .In table 2 to be upward lability is 

" * •** * * ' 

just a household returning to its permanent income after a bad year Q&v$ 

in 'some cases, a normally poor hdusehbld, having a particularly gooxLye^t)-. 
* , ■» • 

We develop -these ideas more fully in the "Underclass" paper and 

* ' ** * 

.arrive at the following conclusions: - ^ ^J' 

i - Suppose £^ define the "permanent pbor" 'or "underclass" as'in- 
^ dividuals who were pre-welfare poor at least five out of the 
seven years between 1967 and 1973. The data- show tftat*8/6 
Vjnillion people fit this definition. Thus, the permanently % 
poor population is about one-half the size of the poverty o 
population in any single year*^ fc * ' * 



5 - 



On the other hand, abouj: one-fourth to one-fifth of the pov- 
erty population in any single 'year are "poor, by mist^key" in 
the sense th^t they were out of poverty at least five out of 
the sev^n years between 1967-1973, ' ( 

The' remainder of the poverty population in any single 
f . lu S t , u ?? es around the poverty line in a stable^ashioirr ^ - 

Movements above and below the poverty- line and, vhat is the 
same thing, the proportion of time a household spends out of 
poverty; can be predicted fairly well, using a simple perma- 
nent income model, which we estimate in the paper. ' . 

*^ The composition of t % his underclass is contained in tab!6 4, where 

individuals are classified by the race and sex of" the 1967 household head 

*Note tfcat, as of 1967, three-fourths <?f % the ( group were children undeif 18. 



' * . . ' TABlE 4 " ■ / ' 

ESTIMATE -OF THE SIZE OF THE UNDERCLASS 
IN THE MED I llA* RUN • * 
(All- Numbers Refer to Millions of Individuals) 



Characteristics 

' of 1967 
Household Head 



Members of the U.S. 
.Pfcg&ation Who Spent * 
Two ox Less* Years out 
of Poverty, I967-73 a 



White male" 
Nonwhite' male 
White '-female 
Nonwhite female 
• ' Total 



1.78 

(r.20); 

2.54 
(1.86) 

1.08 
(.75) 

3.16 
(2.44) 

8.56 
(6. .25) 



a 

The following were .excluded -from the 
population: individuals who were more t^ian 60 
in 1967, individuals whos$ 1967 household heads 
were more th^P 60 or were critically disabled , 

and" individuals who died between i967 and 1973. 

Ji / - ' ■ . 

" * b ~ • 
- . Figures in parentheses refer to # the num- 
ber. of children under 18 within each group. 

Mean number of years out y>£ pavert^ for indiv- 
iduals *- ,.81 yeara. 

'-".15-- 



1 * 

Two other findings in the paper deserve nation. First, the lim- 

• • t i / /<• ^ 

ited data available, from the Panel' Study indicate J&at .the children of 

poor families do much better^han their parents. /Between 1967"and 1973, 
^ number of children in the target population left their parents' house- 
'holds to form new households of, their own. On average, 80 -percent of 

these new households were well above the poferty: line. The one" exception 

to this trend was that the new households /f'orme'd by nonwh-ite young women 

were 60 percent below 'or just above the poverty line. 

• ; Our paper on the underclass ^onclude^ „with, estimates of the impact . 

. t . * , • ' . •,/ 

of AFDC payments on the labor supply of female-headed, households . The 

data base cpnsis'ts of inf ormatibn "f ioLkhtf 'Panel Siudy 'and is therefore n 

quite crude in' comparison with |ur Alameda County Welfare Sample. None- 

' **1 * 1 f 

theless, we find relatively st.akle supply elasticities in the.jieighbor- 

* ' ; i'l * • , 

hood of ..k -. .6; That is', 0 a 1 percent^ ^increase in AFDC payments will de- 

f , " y \X\ * ; 

crease a female household head' a>labor Supply by four- to six-tenths of , 



a percent. 



In conclusion, 'we have found thaAthe extensive' writfltjSn a^'cul- 

' ft ' 

ture of poverty" is overdrawn in several .respects. F.irst, permanent pov- 
erty is a serious Voble? but the permanent v p^r ^comprise only about one- 
half o* the poverty population in any single year / Second, many of theV 
popr^-especiaily those in male-headed households-work significant numbers 
■Sf hours, and their year-to-year changes in Income are governed by the 



"same kinds of permanent income models that govern income fluctuations tn 
the rest of * the society. Ffn'Jlly, the limited information available* indi 
cates that 'the children of poor households generally do hot t orm poor . 

* * • ' ! ' , 

households .themselves. . ' • ' 
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V,.;, IV. THE ACAMEDA COUNTY WELFARE SAMPLE: • 

>i AN -OVERVIEW OF PROJECT DESIGN AND RESULTS 

Vjr-f- "his section. summarizes the design of fc the° Alameda County Welfare 

Sample" and the .results <*fi research based^pn this new .data source. Some 

—4^ ^of^ft±s~j^ea*r-eh-**&s? funded >by the. Manpower Administration of th!Tjf?S. 
f| • * ;f " ' : " *" \ •/ ^ 

Department ©E 'Labor.,* and 'some o*f. .the analysis of the data has been sup- 

j : * , >"•' ** * 

|| potted by the California State Department of Benefit Payments. Exten- 



sive refi^rences /jre provided beiow, to • th£ *everi lupous /currently in cir- 
' 'culation^Which are based all of in" part on these data. A, complete list 
£s provided ^in the bibliography. The references provide the "follow up" 
If pr. results that c^ft only be briefly described here. . i 

• * ACWS is a combin ed cross-section, <longitudinal study of xJk- ' . 

clients in ,the Aid to* Families with Dependent Children (AFDC) prog%un ■ 
in Alameda County, California.* The sample covers recipients- of payments 
\ , in t ! ie . P r0 & ram in e ach of the years- 1967-1972, with dbme overlap into 
1973, This period is of particular interest because it spans the wel- 
fare "explosion" in Alameda 'county, i ft covers - the point of introduction 

, £^ * • s 

and liberalization of work-incentive provisions in benefit calculation 

and it includes observations on recipients both before and after intro- 

s . ' 

duction of the administration and* benefit changes brought about in 1971 

i by the California Welfare Reform Program i'(CWRP) , the* go-called Reagan 

5 - - ' ' *' ' •> • ' \ * 

Welfare Reforms. * 

' V 1 1 i - * * - * 

The sample was desigited both to provide infortaation on the chang- 
ing composition of the AFDC/paseload over time (cross-sect>i^*h data) and 
^^•tformation ori movements to add from dependence under various adminis- 
trapLye procedures and economic condition^ (longitudinal data). Below, 

. ±h .- ' ' 
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we. describe* the sample design that produced information of both types, 
the results of comparative cross-section analysis, and the fesults of 
'longitudinal analysis of changes in well-being among dependent families 
t in ther sample. The paper is concluded with a % sumpiary assessment of the 
project's accompJ.ishements. and implications*. 

* The Sample 'Design 

» 

The project began with selection of a raiufom samp.le of recipient 
names from Alameda County's AFDC recipient register for each of the six 
years fevered by . the suryey. 'TKe si2e of the sample ^or each -year was 
selected to assure that reliable inferences could \>e made abo^ut the com- ♦ 
position of the entire caseload based on the sample. The sample was 

stratified to assure eqUal precision of inferences about the AFDOFG 

» * * 

, and .AFDC-U programs. The "observations" were distributed by month ffver 
* ** • ** 

the sampler yeaf to confprm to the pattern of seasonal variation in the 

- t 

caseload. Confidentiality of the materials in the files was maintained 

by special coding and data-transfer procedures. ^ 

J - - - ' Once a case was selected^ for the .sample, the file was r^rieved 

and, information was collected on (1) family members and grant slziLlas.of 
the sample $ate, (2) the status of the case and people in \ the family at " ^ 

d^afterly, intervals for the year following" tit^ sample month, and (3) 

total time ever recorded in' Alameda Cqun'tJL on public assistance by.tjie 

mother in the case. The first type of data provides ttve bl&is~o£- ,the 

cross-spctioh analysis, and the second type provides the longitudinal 

results. The unusual feature of the sample 'is that both retrospective** 

— : , . _ 



and prospective data are available; we know what happened, to recipients - 
before qnd after they were "sampled I" . * ' 

i » 

- Once' collected, the'data were extensively edited and checked' for 

' • v, ; . \ 

internal consistency. Separate data files were created for the> sample 
-»o^§amH4es^frcmi the U and FG rolls. Cod^books and the data (on mag- ' •** 
nqtic tape) are no* available to interested researchers. The final < 

sample size was 1,708 FG households and J., 450 U households. 

• • • ' ' 

The basic deficiency of these data is that they a^e not collected 
from interviews with the recipients themselves. However, during the per- 
iod covered by the sample, Alameda County maintained extensive records, 
on recipients. As our sample case narratives reveal,^ the sample pro- 
vided much information, far more than was our .a priori expectation, ^ 

- * . - . a. 

The Gross-Section Results * , 
Demographics ^ *. / • 

Between January of 1967 and December of 1973 the AFDC caseload of 

Alameda County doubled. ^The project' results indicate that this expansion 
w^s largely a matter of extension of welfare to families who had pre- 

viously failed to "take up" 'assistance. Once thia process was over, the 

caselpad ceased to grow. Most of this growth was accomplished by early 

1971. ' Several reasons have been advanced ,for the slowdown that occurred 

at this time. Our research indicates that:. r * 

' .principal factor in the termination 1 of the wetyare 

'caseload was exhaustion of the pool of welfare eli- 

^gibles. < By 1971, ppvtiialljy everyone who/Co]ild be on 

* • ' t' 8 

was on. . "* 



* To, illustrate, Cynthia Renc.e and Michael Wiseraaxi fiave estimated tfcat 
there were approximately 20,500 AFDt-FG eligible units in Alameda County 
in 'March 1970* *AbQut lSjtiOO.comparable^ families were on the rolls at 

•that time. By March of the following, year, the easelokd^ exceeded 22,000* 

• , * *» * 

Not surprisingly, caseload growth tame to a halt. Afe f6dicat£d below, 

p-. , * ■ , - . » < 

administrative changes had * something to ,do with this, but "caseload ex- 

. 10 ~ 

haustion" was the predominant factor. ,\ q . • 

The cross-section data t also provide a picture of new 'additions to. 

the rolls as the caseload expanded; 

\ * 

The welfare explosion in Alameda County was associated 
with movement onto the rolls of families ttot tendect to 
be ydungerfl sn&lleL and move likely tp^v^ white than 
was true of the prefimlosion ccp&tfxid. Both mothers 



and, father^ in thi \Jj^ca&eload tended to be better 

* ' fr^ 11 * 

1 • educated than was true for the old. a 
Our results cast'doubt on^^e^hypothesis t*hat the explpfeion, was primarily 

»\ 12 * * * ' 

a "buying off 11 of militant ttUcks. .While the welfare rights organiza- 

tions were ^active in case recruitment in-Mameda County, especially in 
1970, the new cases w£re more frjequently headed by whites than blacks; 
The youth, education, and 6mall-family-size characteristics of these new 
cases are all associated with greater potential for leaving dependence 
through labot-force entry. On average, the adults in the welfare popu- 
lation after 1970 seemed fetter equipped to . enter the l^abor market than 

A 

were the adult recipients before that time. 

• :' 

The design of the sample- permitted use of sampled households to 

r t 

calculate an estimate' of the number (of families receiving assistance 

| . /' 

during ^ach calendar year* This number y of course, proved to be larger 



20 



than the average monthly caseload, but not significantly. Our research 
indicates: that: s .? 



* The total number of 'families receiving assistance under 
x the AFDC program during -the year is no more than 30 , 
percent larger than the average monthly caseload. ■ Turn- 

over in AFDC-U program, however, is considerably 

i * 13 ' 

» greater) than that in APDC-FG. 

Perhaps the most dramatic result of the cross-section analysis 

Concerns the .extensive interaction" between the U and FG caseloads^ Con 

trary- to our impression when the research be^an, the populations served 

by the two* programs overlap extensively: . 

In Alameda County, a mother, in* an AFDC-U casi has about^ 
* an even chance -of bein$ in an AFDQ-FG case at 'sortie time" ■ ~ 
^ dulling her tet&re on-welfare. Most of these interprd- 

gram~mdvem£rits come about as the result of desartipn.^ 

Administrative Factors „ - 

The formal regulations for 'treatment of earnings in grant c^lcu- 

- / r 

lations were changed^three times during the period dovered by the sample- 
first, with the introduction of the so-called $30 and 1/3- earnings dis- 
regards in July 1968; second, with the liberalization of the disregards 
in February 1970; and, finally, with 'the tightening of earnings disre- 
gard by the CWRP in October 1971. By analysis of recipient budgets, we 
Were able to gauga the extent to which legislated liberalization of work 
incentives 'was offset 'by administrative 'action at the local levels Our 
results are clear: * / 



m AhvnoJa County, following state regulations, partially > 
*> " offset each increase in work ijp&n&ve&Hn formdii grant 



calculatvorl by reduction in allowed wor k ., oxpondco . ■ ■ 



Tredtment of work* expenses was most generous in the 

• X L - * ' 15 

period before introduction of; the earning 8f disregards. ^ 

* '[ V ' * ' ~ ■ * : " fc 

'Paradoxically, treatment of work expenses was constrained ifi 1971 by an 

* . ' f 
injunction thought about by a nominally prorecipient organization, the 

•-'/*/ > ?.f 16 . >. " •••• 

California Welfare Rights Organization. We find considerable ineq\Mty„ 

. . ; - • , , 

in work-ertpense treatment in welfare. Our results 'add support to'those \ 

, * ,* ' 

* * - • . ** 

who argue for a flat -work-expense allowance- for benefit calculation. 



> The Longitudinal Results '* •/ t 

Effect of. Alteration of 'Work Incentives \ 

The approach adopted for analysis' of effect- on;recipients of var-^, 

lation in wprk-incentive, provisions specified for payment computation- was 
different from that^sed, '<ar example, in .analysis of results of 'the neg- 

'\ * 

.ative tax experiment conducted by the Poverty Institute in New Jersey.. 

\ • i * • -> 

We concentrated on. the effect* of work-incentive, variation on' the likeli- • 

f * * * * '*%'• „ f • 

• — — - — — — n — - < . 

hood that families would njove out of dependence* out of poverty, and that 

- ' fit • * % - > * 



adult recipients would take' jobs. Our results show tfiat: 

* " 'The v progressive increase, in y the ^gerie^ qsity^f^ the tiork iM- 
cen^ive provisions of AFDC Benefit calculation: 

(a) had no effe.ct on the likelihood that recipients 
wpuld leave poverty, \ ' ' 

(b) reduced the likelihood that welfare cases would 
t r * , . , close over any specified period of time, cpd t 

(c) had: no effect' on the likelihood 'of job taking 
' K . - jiy recipients initially without employment.^' 



Conversely, the tightening of' average welfare tax rates that occurred in 



California with'lm^l^nentatioti of the CWRA increased tfie likelihood af < 



case termination but had no significant effect op ttte likelihood of job 

4 y 

taking. 

^ * 

We do not take thes6 results to mean that_wark incentives should 
be dropped from AFDC payments calculation (recall, pui; crosjSrs,ection re- 

suits indicate that they have been there in one form or another all along). 

i . N ■ 

They do suggest that little can be obtained from marginal manipulation of 

^them in the future/ The work incentives potentially create an important 

horizontal inequity in AFDC by allowing some families to retain welfare 

V 

benefits while achieving earnings* in 'excess of levels which would permit 

.eligibility to be attained on initial application. Our results indicate t 

that (a) ih Alameda County r^hB^umber^ef-^amiUe^ op £his status is 

small, and (b) ttte likelihood of families \jith substantial "earnings 
' '7 r no * ' ■ 

remaining on public assistance is low. ° The "$30 and 1/3" disregard ^ 

*%? * 

tends to be' exploited, in other words, as a transitional device. Out data 
indicate) that the number. of eligibles in Alameda County would increase by" 

as much/as 50 percent should the earnings "disregard^ tt^ applied on appli- 

1 • S 

* 'cation/- to i welfare . 

t */ •. - 

f'We conclude that a better approach to the disregard wou] 
- limit its range by standardising work expenses and' perhap^ to require 
that* recipient eligibility be reevaluated without it on an annual basis 



il<f^e tc 



to p^ev^nt development of £ class of high-incpme recipients.^ 



Effect of the Hours RuTe in AFDC-U 



ents 



• to become" eligible for AFD(MJ, a family with tw9 able-bodied par- 

i . ' ' * ' 

must feport that either ttW father or mother (usually the father) is 



invoLuntarily employed less than 100 hou^rs per month. This "hours" 



restriction was reduced at several times oveij. the period covered by our 

sample'; in 1'967 the rule* was less 'than )72 hours. 

This /ule is'_p^rh^ps one of the most pernidious in Wfelfare admin- 
istration. In Alameda County , , _ ...... 1 * 

* ' Tightening of the unemployment definition for IT eligibil- 
ity has' reduced both the likelihood that unemployed par- • 

ehts will" take jobs arid, in consequence, the likelihood 

19 

that families on welfare will leave dependence. 

' The problem is, that the "hours rul^Vis not adjusted^ for family size or' 

need.' As a result, workers with large amides' would frequently suffer 

. dramatic income reductions ife employment at normal wages £s accepted. 

Our research indicates that, despite the presence of ' 
another, parent in the home, the likelihood that' AFDC-V 
' ' fathers will take ^obs is -inversely related to the 
size of^heir families and, given size, to the number 
of young children in the family. We believe these 
to results, are explained by the arbitrariness of the hours 

rule and the possibility that welfare-associated med- > 
/ • .ical benefits are of greatest value to families with 

' ' r'ij /20 ♦ ' 

small children. , • - 

' ' , ■ s . 

We conclude that the first items on the agenda for welfare reform 

are, (a) extension of AFDC to all families with- children, regardless* of 

composition; and (b) provision of medical assistance ^perhaps wfth 

•incfcme-related copayment, to all &>w- income 'families regardless of wel- 
' / ' i 

>fare status. We are aware of- tfie accounting problems that- are caused - 

' .by the variable incomes of two-parent families.,, BuW-surely-,- thought 

' devoted to this matter -can provid/ a solution more humane than the hours 

. T" ■ ; 

' rule.^ Our research provides some evidence that desertion is positively 



* , • -21- 

\ - * 

associated with improvement in economic' conditions, ^ We take'this to 
indicate that some fathers are leaving their families to accept jobs 
which, alone would not provide earnings Comparable, to what is available 
.cm welfare- % • , , 



4 



Employment-RelatedWeTfare 'Services a,nfr Dependence x 

In connection with collection of data on recipients', we developed 
• records of .theNnumbef ajid type of employraWt-relate<J se^ices that mem- 
bers of each family had received from the welfare department. Although" 
analysis of these data 1 Is-TjlqV y$t complete, preliminary results are sig- 
nificant, . - . 1 

We find a statistically .significant effect of service 

completion .oh the tikelihood that mothers in AFDC-FG 

. > '. * ~ ' * 

wtll take jobs and, in turn* that .these mothers will 

leave dependence,. • The results for AFDC-U are similar 

although statistically Weaker. 

, The dependence effect o^welfare seryice receipt seems to operate" 

in two steps. In the first, the completion/ of a period of graining or 

• . / • f , 

m t job preparation significantly inpreases jth£ likelihood that a recipient 



will take a job. In /the second, cur.rent Employments substantially en-, 
hanc^k the probability that her case will -close. The same" pattern ap- 
pears for AFDC-Uy7 ■ / 

I ' . /%■ • • \ 

' Our results on service impact on dependence diredtly con- 
tradict [the 'results, of an' earlier study by the GeyeraV" ; 
% Accounting Office^ on the sdme ^program and verify our pub- 
lished speculation about what would happen if service v * 

evaluation were aqrvied Jut in a motfc 'scientifically op- 

1 7 23 

?ovr%aUt manner.! 
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\ , 1 , Summary- 

The Alameda County Welfare Sample provides important information^ 
on a wide raqge df concerns in poverty policy. Given* the mbdesf cost of 
the project, the results compare favorably with other large-scale efforts 
^ developing data on lol*-income hotfsfcfiolds.. Perhaps the most important 
lesson to be learned is that mych can be discovered 'about recipients from 



*a careful 'survey of recipient records in welfare departments wh^ch keep 

them~accurately. If Alameda County Is? like cither AFDC administrative 
units in-this regard,' we believe this experiment could prof itably be* re- 

peated. Jtf it is not;, then* steps should be t«a^§n |p insure that compar-__ 

• A » " " , 

able -standards be established elsewhere, y I- 
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U.S. Department of Labor under Research Grant No. 42-06-74-*O4. Since 
grantees conducting research and development projects 0 under government 
sponsorship are encouraged to express thei£ own judgment freely, these" 
results and conclusions do not necessarily' represent the official opin- 
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.public policy. The author would- appreciate notification of citation of 
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Footnotes 



; Looking §t poverty in this way begins to overcome one objection 

people often raise about the fedefal poverty standard — that it is too 
crude a measure of Welfare because it fails to distinguish between*, for 
example, someone who is $2 above the poverty line and someone who is 
$20,000 above the" poverty line. Where the poverty ^standard is\a "yes-' 
no" measure, the* proportion of time one spends below the line is a con- 
tinuous measure. Moreover, because incomes fluctuate from year to year, 
there is £ general correponence between this mfeasure and economic wel- 
fare. Someone ^ith very high income in a given year will probably spends 
a small proportipn (if any) Qf his timfe in poverty in the* years to come, 
whereas someone with current income just above the poverty line this 
year has a good chance of b^lng in poverty frequently during the years 
,to come. » * . • 

V' 

i 

Attributing these differences to "bad luck" ignores the possibil-- 
" ity that the differences may be due to unobserved variables such as al- 
coholism or a particularly ; bad attitude or a particularly depressed eco- 
nomic region/ Whefie bad. luck is a temporary phenomenon*, a wagejiif f er- 
ential' arising frdm unobserved variables may persist oyer time. We test 
for the persistence of these differentials in appendix C of the "Under- 
,cl£*9s" paper , 



* 3 • 

Recall that 7 poverty as defined here is based on pre-welfare in- 
come. Moreover, individuals who in 1967 were over 60 or were tp, a ' 
household headed by someone over 60 or critically disabled have been /ex- 
cluded from the population. % - * 

» t ■ 4 

See the Codebook avti "County Welfare, 1 ? section II. B, for a dis- 
cussion of ,the sample and' preparation of the data. 

. . 5 . J <• 

♦ rhe CWRP is described ln^Litigation. 11 ' ^ < 

i . « 

Basic cross tabulations and other information on the sample and 
caseload are provided in "Graphs. 11 . ./j^ * 

* 

7 " ^» 
See "Graphs" for sample narratives i W 

8 * 
See "Participation 11 for this argument. 

9 - . ' * 
Caseload data are reproduced itj ''Graphs." • 

10 The factors that> slowed the growth of California's welfare pro-i 
gram after 1970 are discussed in "Overview." 

N 11 

See "County Welfare," section III. 
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Each year a significant portion of the poverty population leaves 
poverty. In .this paper, 1 define a sample of, people who were poor in 
19$7 , I then follow them over time to determine -the extent to which pov- 
exty is r a permanent phenomenon. The original sample represented 16.^35 , 
million people. I find this sample can* be thought of as three separate ~ 
groups. One is- an underclass of 7.7 million people who were poor in 1967 
and who remained poor through most of the next six yed^jjB. The second 
group contained 4,1 million people Ao were poor ii> 1967 .butj who were out 
of poverty for five or six of the next- six years. The thijtf group con- 
tained about 4.4 million people who were poor half the time between 1967 

* and 1973. * ' . 

Ishow'that the members of the underclass can be predicted in^ad- f 

vance through a combination of their family size and cross-section approx- 
imatdort of their permanent incomes. . , 
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"** Every year an important fraction of the poverty population leaves poverty..^ 
•Some .are in -households who experience increased earned income. Others are young 
adults who leave poverty households and form noh-poor households of their own. 
Still others are female heads of ^households who remarry. 

Some data is useful for perspective. Thej 1967 poverty population stood at 
22.2 million, people. In 1968 ,it declined to'z0.4 million people. The decrease 
of 1.88 million* was the net result* of two offsetting flows. Between the two years 
8.2 million people had left, poverty "while 6.4' million people had entered. Simply 
put, one-third of the 1967^ poverty population was out of poverty in. 1968. , 



♦Associate Professor, Graduate School of Public Policy. I wfosh to thank my* 
1 doll eague and co-investigator, Professor Mi,ehael Wisema'n, and my wife, Kathy 
Swartz fori -their time in discussing with me every aspect of this research'. 
I have also benefitted from the comments of my colleague, Gene Bard&ch, Jacgb 
Benus of SRI, Jon Peck of Yale University,/ Jonathan Lane of the Department of 
Health, Education and Welfare, Joseph 'Minafrak of the Brookings Institution, 
Robert Hall of MIT, Edward C. Banfield of/Harvard University, Brajdley Schiller 
of the University of Maryland, Jerry Hausmafn of MIT, and various member^ of the 
Income Distribution-Labor" Seminar at Yale and the Human Resources Semliiar at 
MIT. I have also benefitted from the written work of Lane, Minarak./Terrence F. 
•Kelly of. the Urban Institute, John McCal) of RAND, and Thad Mirer at STU.N.Y. 
Albany. 



/ 



-Programming assistance has come from Jerry Berkman, Robert Dolan, Gerry Dugay, 
Carlos Pu1a and Nola Reinhardt. . ' * 

•- " ■ . ' ' | ■ » • - - • 

I wish to give particular thanks to Sue. Pettigrew, Jackie Clark and Theresa 
,C]arksda for helping.to prepare this paper. 



• 30 -. . <€> 



vv Table 1 contains figures for the six subsequent years. The data show that 

even in a year whert the Doverty population increased large numbers of people 

,* > ♦ * 

wereJeaving poverty while their places were being taken by others 

'For some people, leaving poverty is a statistical artifact, a small and 

temporary change in income that pushes their household just above the poverty*' 

line; For ethers the change* is more significant, marking the beginning of a 

lifetime earnings cycle or the addition of a new principal earner to the household. 

In this paper I analyze the structure of individual movements out of poverty 

for the years 1967-73. My data source will be the P anel Study on Income Dynamics 

published by the University of Michigan Survey Research Center. My purpose 

is to answer 3 series of questions: • " . ® 

o What are the general characteristics of the poverty population? In 
What parts" of the^country do they live? What are their education 
levels? How large are their families? 



o To what extent is poverty "caused" by the low wages and low* hours 

worked of the household head? To what extent is it caused by* large 
, numbers, of children family? » 

o To what extent do /Tow wages and low hours persist over time for an 
• individual? To what extent do they fluctuate from year to year? 



o Suppose 1 define* a sample of people who represent the 1967 poverty 
v population ""andAhfen follow them over time. How many remain below the*, 
poverty line?^ How many of them move above the poverty line andrby 
how much? Once an. individual moves above the poverty line, what are 
the chances that he or she will return to poverty? 

o What kinds of people 'cross the poverty line?/ How many are male 
household heads? How many are female household heads with children* 

^To what extent are. movements across the poverty line associated with - ■ 
(Changes in the household head: for example, &• female head who remarries 
Vor a young adult who jnoves. out of his parent's home to form a householtfi 
of. his own? \>. - . „ . " . 

o~ To "what extent Ts a" household's expected,^©!^ — the average fncome 
of all households' with similar charac'tei^^ics — useful in identifying 
who will leave.jpoverty and who wi11%stay^V^ ' 




ANNUAL FLOWS IN AND OUT OF POVERTY 



1967 
1968 
1969 
1970 
' 1971 
1972 
1973 



Poverty Population 
(persons) 



People \; • -People- 

Leaving Poverty . Eoiejiing Poverty 



. 22,208,000 
20,377 ,000 
18,129,000 

• IB, 744, 000, 
V 19,617,000 
1 6,334,000 
15,080,000 



8,195,0,00 
7 ,621 v 000 
'5,874,000 
6,785,000 

8,681 ,000 
5,689,000 



6,364700r 
57373^00 
6,489,'0'0(f* 
7,658,000 
5,051 ,000 

•4 

4,561,000 



Source: Pane.1- Study on Intome Dynamics (Also see footnote 1) 



These figures and all subsequent data in this paper are calculated in the Five- 
.Year and Seven-Year Merged Individuals Tapes of the Panel Study .on Income Dynamics 
collected by the Survey Research Center 'of the University of Michigan. I have 
applied a constant, scale factor to, each year's sampling weights so that annual 
aggregates "in the sample correspond to estimates of the U.S. population for that 
year.. . • j 

I have counted. the poverty population by using the" poverty standard '^upplietl by 
the Panel Study , a Standard based on ±he Social Security Administration poverty 
standard (the "Orshansky Standard"). This standard differs 'from the Census,, 
poverty staidard. in several respects. These differences, are discussed in detail 
in- pp. 9-13[ » 
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1 v " Some of my que\titfhs have a famil Wiring. . Certainly other .authors have, 
•studied the characteristics of the poverty population at a-point in time.' My 
tabulations will differ from theirs because! I will look k a somewha ^different . * 
population, one more relevant to current* pol icy debates. . • 

Most previous" poverty studies focused on the entire poverty population - , • " 
including all households whose cash income fell below a government defined poverty 
- standard. The passage of the - Supplemental Security Income Act'of 19/1 (SSI,) ' 
established permanent assistance for two parts of that population: poor househo^s 
with a head over 65 years old, and poor households. with a- head who was critically 
disabled.- • . «. . , 

» Conversely, current debates over welfa^ref/)rm, % foo*d stamps, extensions of 
medicaid, and related programs are concerned with the rest of the poor,, the 
households whose heads are neither aged nor critically disabled. And to this group' 
should be added similar households that would be poor except for welfare payments. 
This is the group I will study. I will refer to it as the "target population" and 
f wi'l r- define it in the following way:- V 7 
, , . . definition of the Tafget Population * 

The pre-welfare poor are defined as the set of individuals whose cash" income' 

exclusive of welfare payments (AFDC, AFDC-U, General Assistance) falls belofi the' 
poverty line. ' " , 

' * • • - 

\ The target population consists of the pre-welfare poor with the following 
exclusions: individuals over 10, individuals in households headed by someone over 
r 60, and individuals in. households heated by someone who is under 60 but critically, 
disabled: that is, the pre-welfare poor mjnus the kinds of people who are eHqible » 
for SSI.*- - * 



2 

I -have used the age cut-off of 60 because I will be defining a cohort and 
following them over seven years, and I. want to reduce the number bf people who 

,turn 65 during the period. I have excluded any individual, over 60 because SSI 
provides aid to aged individuals whether or not they -are household heads. The 
same applies to individuals who are critical ly disabled but the Panel Study does- 

,not permit determining the degree of disability for people who are.' not household 



^ While some of my .questing are standard, others are relatively new 

n 



I refer here to Jhe qUestions^n dynamics: how permanent are low wages, how long , 
do people stay in poverty and so on. The questions are natural ones to ask and 
yet few people* have explored them. Why?, There are, I think, two reasons. One 
is -the lack of good longitudinal, data on poor individuals. The f.irst systematic 
study of .movements in and out ocf poverty by Terrence Kelly involved his matching 
subsequent samples of the Current Population Survey, a heroic job. 3 * The other 
reason is a vague feeling among sotial scientists that the poor are immobile. 

somehow mired in a "culture of poverty," As I -read it, the consensus view in the 

* > 

I960 1 s was something Jike this: "If the country can sustain economic expansion, 

tfre size of the, poverty population will be reduced. But if the size of the 

% f 

poverty population remains constant, the same individuals will be in poverty," 
This conception and its relation to the culture of poverty are not directly 
relevant to the data at han^, but are ir^eresting in their own right, I have 
included a -short sumfnary of their development as Appendix A, 

Were the social scientists right? * Yes and no. Among the 1967 -target 
population, on^y 25% were "poor by mistake" in the sense ahat they were out of 
poverty five or six of the next six years. Another 30% hovered around the poverty 
line and were poor about half the time. The remaining 45%, about 7.7 million * 



people, were poor almost all the r time. The one year'poverty figures exaggerate * 

* * * 

the amount of prolonged poverty, but by no more than a factor or two. 

> 

v Nonetheless, a well-defined culture of poverty* impl ies spmething njore than 
low incomes. It implies. that people are poor through maladaptive behavior,* % ♦ 



3 • " \ ~ * V 
y Terrence F* Kplly, "Factors Affecting Poverty: A Gross Flows Analysis," in 

the Report of" the Presidents Commission on^Income Maintenance , Technical 

Studies Volume, Washington D.C. , GAC, 1968 
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* ' * . ■ . 

particularly in the labor market. By contrast, over haK "of theU'967 taroet' 
population lived in male-headed households and most of these' m\& heads worked 



close to 'full time. Thfeir' poverty status was due to a combinatibrysf low wages* . 
and large families. Similarly, a culture of poverty implies that poverty status 

js passed from generation to generation. In fact, the limited evidence in the 

' * - — ■ 

Pflnel Study suggests that poor children who form their owri households haye 
inciomes that significantly exceed both their ^parents' incornes and the poverty 
standard. * ~'\ , » . 

In summary^ long term poverty is a real problem/ buft the cultural aspects 
of the problem are very unclear. , ^ 

The remainder of this paper 4 will be divided into six sections. In Section II, 
I derive estimates of the target population for the pferiod 1967-1973. I then 
identify those individuals in th^ 1967 target population aqd follow them to ^ 



see how^mahy remained in poverty and how many moved^above the poverty line? I - 

show that between 1967 and 1973.,. the average persons in the 1967 target population 

spent 2.7 years above the poverty li\e. By 1973, 58% of the population was out of 

poverty. These flows were heavily conditioned by the unemployment rate and so many 

of those' who were out' of poverty in 1973 would return in the future. Nonetheless, 

^ the population showed greater mobility thanVis implied by most literature on the 

culture of poverty. • \ 

* \ - - 

*In Section-J^I, I begin to examine why this .mobil ity occurred by liking at 

• why people^were in the target population in the f test place. I find that most^ 

male household heads had some distinguishing characteristic: very low education, 



a rural residehce, and so on. These characteristics imply tl^eir wages should be 

" 9 \ 

low." .But in fact, their wages are even lower than a w^ige I Estimate for them b&sed 

on their characteristics. This gap ra'ises the possibility that they are.-below their 

, . long run wa.g£s thrQugh' ^ome piecje. of bad luck. 
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Female- headed households, by contrast, have fewer distinguishing 

• 1 • . % 

•characteristics. In most cases, a woman cannot earn enough to support three or 

more children even if she works fu.ll time. •• - ~ x 

■ > ■ ^ { . 

I conclude the section by performing a series of "what-ii*' experiments to 
assess the relative impact of low wages, low .hours, and Vrage' families in causing 
poverty status. I' conclude that low wa^s are a cause of pqverty for male 
household heads but low, hours are not; t'hat neither wagenor hour changes would 
have an impact on poverty among female heads; and that- large "families are a cause 
of poverty among both groups. • . 

In Section IV, -I examine in detail how people crossed the poverty line 

' ^ ! * ** » 

"between 1967" and 1968. I find first that relatively few of the crossings were ' 
associated with changes in household heads: e.g., a female head who remarries. 
Most individuals who crossed the poverty line were in "male-headed "households where 
the head experienced a -small increase in hours worked and a significant' increase 
'in his average wage .rate. Female headed households were less likely to, cross the 
poverty line. •WJien«'they did, it -was through a combination or increased wages 
and hours for nbn-whftes and increased non-labor income for .whites.^ < 

I conclude'the section by developing two models to explain these movements. 
The mode.ls are riredictive* given a person' s, circumstances in 1967, they predict. 



h£ or she will be "dut of poverty in .1968. Using these models, I 
on s why non-white poverty is relativelyjmore serious- than white 



the, probabil ity 
explore the reasc 
poverty. 

. , In- Section I continue to analyze movements across the poverty line for the 
1967-1973 period. / In particular, I focus on those individuals who began as children, 
in the target .population and subsequently formed J their own households. On average 
these children had incomes Significantly higher than their parents and higher than 



/ 
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the poverty* line, The one exception was non -white, -young. women who hid only an* 

even chance of escaping poverty in their new households. > . :. - . 

I conclude* the section by reinterpreting the. two models of Section IV as- , 
permanent income models.. Under this interpretation, the models can predict the \. 
proportion^ the time individuals' wi£ be poof in the long rur,: I use the models^ 
•to predict'. the size^ the underclass, that portion of the target population Who ^ 
wilV be poor at least three years out of four In' the near term* The predicted • ' 
population contains 7.7 rpillion people and it closely resemoles the poVtion of 
the target population who in fact were out of poverty- no more than two years ^ 
between T967 and 1973. By contrast, the model Is. too pessimistic In predicting ■; 
the behavior. of the re^ of the target population. ^ 

Section VI cont>jns a brief summary of results, . . . 

■ Section VII, really an appendix, present^timate of a labor supply curve - 
for female household heads with children. The curve was designed'to measure the" 
impact of AFDC payments upon the labor supply of female household heads. *.f . ' 
, The repbrt concludes with foilr appendices. Appendix A is a summar-Tof the 

- popularization of the culture of poverty. Appendix B discusses' the estimation of , 
-wage equations us«Hn Sections II and I 11^ Appendix C discusses the extent^'—, 

which low wages (ictual wages below estimated wages) are permanent conditions. 
Appendix D discusses the construction^ a household's 4timate^income, a variable 

used infection III. » ' *l * " 

Careful readers will notice that some .of the numbers presented here differ 
^.numbers In an early version^ this papen Since the earUer^paper wa^writteh- 
Ihave discovered several mistakes including ^overcorrection, fcj ^flation and a 

- miscode of' r disability .variable 4 I apWize for the 



Sow Big is. the American Underclass?" (Fifst Version^ Wo rking^aper #39, 
- Graduate School^of Public Poficy, tl.C. Berkeley, November^ 1975 V - ^ 
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I I f . / "What Do the Numbers Really Laok Like? 

In this section I will develop estimates of the target -population in 
oeder to answer the following 'question: Suppose i identify "individuals in ' 
the '1967 target population and follow them over time. How many of them will 
remain in poverty and how many wvll^have incomes abdve the poverty fffie? 

The data will show a significant amount of mobility. By 1973, 58% of 
the 1967 target population had pre-welfare incomes above the poverty line. ' 
About' one-sixth of this mobility was due to the economic expansion of 1972-^3. 
The remainder was based on individual movements out of poverty that would have 
occurred even in an economic steady state. 

A Description -of t he Data • 
'Before turning to the results, I will briefly describe the data that 

^ > « 

underlie them. T$e Panel Study on Income: Dynamics -was 'developed by the Survey 
. Research Center: of the University of Michigan under contract to the Office Of 
•Economic Opportunity. The original sample consisted of T8.272 individuals in 
4i 802 househo1ds - The Project emphas^ed low income families and^feo poor 
"'households a'nd non-white households were <5Vet^ampJed, but the data includes 
* sampling weights tffit permit the reweighting of actual observations into national 
. 'aggregates.** * » 

The data's particular strength is its attempt to follow the, original » 
sample members even as they form new^ households;. When a sample child left 
His or her parent's household, an attempt was made to -follow- the child'-s house- 
. h$ld a* well as the parents'. When a' husband apd wife, were divorced, an attempt 
was made to follow both people. • • * 



Seek "Cumulative Non-Response 1968-73,". Appendix B* in Greg J. Duncan and ^ 
James N. Morgan eds., FiVe Thousand American Families . Volume III, Institute 
, for Social Research, TKej University of Michigan, 1975. 
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The formation of a new household is likely to have a major impact-on individual 
incomes and so this kind of data is crucial if I am to follow individuals 1 poverty 
status over time* 

The data does havfc limitations. A sarpple size of T8,00p sounds quote 
large but the numbers fall quickly under, any kind of disaggregation . For 
example, the number of white, male household heads in the 1967 target population 
is represented by 7$ observations. Correspondingly, many of the estimates I 
present are not, a't all precise and I will try to emphasize that fact as I proceed. 

Any data set raises question* of accuracy: -how well^do sample totals reflect 
national aggregates. A longitudinal sample raises an additional question about 
the distribution of non-respondents after the first year. 

The Panel Study aggregates have beer* examined by Joseph Minarik of the 
Brookings Insitution. His focus was a comparison of ^ouse^^^hea^s as described 
in the Panel Study' and described in the Current Population Suryey . His method 
involves comparisons using one characteristic at a time: e.g. the proportion 
of male-headed households in "the Panel Study yersus^the proportion of maje-headed 
households in the CPS. Minarik concludes that the Panel Study sample Is generally, 
representative of the IKS. population. Compared to the CPS, the Panel j Study 
slightly undercounts aged household heads, it sTightly overcounts racial minorities 
it slightly* uhdercounts household, heads %ithah"elementary school education, it 
slightly overcounts high school dropouts and so on. While these .differences are 



A second, less severe limitation arises from the grouping of the. data. The 1 
. basis of the data is the individual but the bulk of the data concerns the character 
istics of the individual's family*, particularly the head and wife.. If one looks 
at the data record of a female child, it is possible to learn a. gdod deal. about the 
child, her father, her mother, where the family .lives and so on. But the amount of 
information about .other people in the household — siblings, a grandmother, "etc. is 
sharply limited. One knows the number of such people (the*number of children, the 
number of adults, etc.) and their aggregate earnings, but little about their age, 
4 education, individual hours of work and -so on. , . 

3 ' ' * * ' ♦ :• 

' Joseph Ittnarik, "New Evidence in the Poverty County American Statistical 

ERIC Association, Proceeding? of the Social Statistics. Section , 1975, pp. 544-559. 



enough to reject the hypothesis that the two surveys are statistically similar, 
they are not large enough to interfere with the outlines of the argument I wi 1 1 
• make here. 

A more striking finding by Minarik is the difference in poverty counts 
reported by the Panel Study and the CPS. From <1 967 through 1973, the Panel 



' Study estimates of the poverty population are about 6-7 million smaller than ' 

estimates in the CPS., The data is contained in-fable 2, Minarik has-analyzed 
4 ' 

the differences and ♦concludes they arise from the under-reporting of income in 

the CPS. If his explanation is correct, mobility estimates using the Panel Study 

wilV^>e less than mobility estimates* that used the CPsJ^./ 

The issue of sample non-response is potentially more serious/ Between 196& 

. % and 197^3, Survey Research Center personnel, lost 2]^ of the original sample. Mbst 

of the loss occurred in 19|>8^ Duncan, Morgan et. al. have analyzed the character- 

* ~ * 

istics of non-respondents and^have found them .to be randomly distributed throughout 

the sample as a whole. In- particular, they report extremely weak relationships 



4 

■Minarik, op. cit. A small portion, of these differences arise from small dTffer- * 
'ences between, the poverty standard usecf by the Panel Study and the poverty standard 
used by the CPS. Where the CPS has a single food -allowance for a child of any age, 
the Panel Study varies a- child's food allowance acpordihg ,to his or her age. The 
CPS defines a poverty standard /for househojds with^up to seven children and compares 
all larger families to the seven-child standard. /the *Panel Study computes a poverty 
a standard that increases with each child. WTnle there are other small differences,,, 
they do not begin to explain the differences in poverty counts/ I am indebted to - 
Minarik' for pdinting'out these differences to me. 

see why this is so, assume that underreporting of .income Involves brvlv a 
small dollar amount for each family. Thus the 6-7 milliottierson difference \ 
in poverty couhts represents people who are just above the poverty line in ?he 
, Panel Study, These households are of two types. One type are 'female- headed ? . 
. families whose primary income is\welfare. But since the target population isi 
defined on the basis of prtj-welfare .income, these female-headed faml ies are in - 
the target population already. The other type of household is one w ih enough 
non-welfare rncome' (-usually labor income) to put it near ,the poverty line Mbre 
of these families wi 1 appear as poor in the CPS-than in the Panel Studv I Sill 
. -show injection 4 that working poor families (primarily mall- headed Mi les) are > 
w more mobile than female-headed families. To the extent that a target Sopufatibn 
££E!b11l3 W ° Uld C ° ntaiP " K>re W ° rking P °°' r ^milXesvit woulS P "now r" ',. 

v 1 ' , , \ • ' ' " ; ! V 
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TABLE 2 



' ' ESTIMATES OF THE POVERTY POPULATION^ FROM 
THE CURRENT -POPULATION SURVE Y AND FROM THE PANEL STUDY ON INCOME DYNAMICS 
(all figures in numbers of individuals) 
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0- 


Current Population Survey 


Panel" Study 


1967" 


28,510,000 


22/208,000 






1968 


77,769,000 


20,377,000 


1969 


24', 147, 000 


18,129,000 


1970 


•25,420,000 


18,144,OOo" 


1971 


25,559,000 


19,617,000 


1972 ■ 

• -i - 


24,460,000> 


16,334,000 


1973- ' 


\ 22, 293, 000 


4-5,080,000 



/ 



/ 
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between the response rate and the 'individual's income in 1967, the welfare 

income of the head, the family size, the respondent's race, the respondents 
sex and th£ respondent's relationship to the head of household. There is 
always the possibility that "successful "'people keep reporting while failures 
drop 'out of the sample. Bert this becomes a problem only if success next year 
is totally ^correlated with, other characteristics like age, race, and current 
-income, an unlikely circumstance. The problem of sample loss is unlikely Jo 
affect the results reported here. . t , 

Estimating the Target Population ♦ 

I now turn to estimating the size of the target population. At the risk 

of repetition, I restate the definition of the target population below: 

DEFINITION OF THE TARGET POPULATION 

The pre-wel fare poor, are people whose household cash incomes minus 
welfare (AFDC, AFDC-U, General Assistance) leave' them below the 
poverty line. 

Tne target population is defined as the pre-wel fare poor with the 
following exclusions: al.l individuals over ,60, all individuals 
living in a household headed by someone over 60, and all individuals 
'living in a Household head*e]d by someone who is critically disabled. - 

Because many readers, may be unfamiliar with the poverty population is 
normally defined, I briefly wilT\review its composition. In 1967, the Social 
Security Administration poverty standard for an urban family of foW stood at;* 
$335p. By this standard, 22.2 million people were poor. I display this .popu- 
lation in Table *3 using a division developed by John Lansing and^katherine 

" ' 7 ' ' 

Dickinson/ 

" 7 t 



See John B. Lansing and Katheline Dickinson, "A Description of Eight Categories 
of the Poor,- Working Papers oh the Study of Family Economics, Number 8, Survey 
Research Center, University of. Michigan mlmeo. Table 2 presents the Lansing-^ 
Dickihson classification in slightly modified form. !/*\ 



The Lansing-Dickinson classification groups families by the approximate 
labor market potential of the household head. In 1967, 30%* of the poverty 
population lived in households headed by someone over -65 or someone with . * 
critical disability, people from whom we do not expect substantial labor 
market activity. An additional 21% lived in families (households of more* 
^than one person) headed by a woman, families fo|~whom our labor market expecta- 
tions are mixed. The, remaining 49% of the poverty population lived in house- 
holds headed by a male or an flnrelated female who was neither^^ 65 nor , 
critically disabled. This is the group for whom our.Tabor market expectations 
are highest. A 

* ^8 
Table 3 also contains the Lansing-Dicfcinson division for 1971 and 1973. 

The foilr years between 1967 and 1971 saw a roller coaster unemployment rate 

that went from 3.5% in 1969 to 6.1%' by December of 1970. . A simultaneous .event 

was "the sharp increase in transfer payments that arose from increased payment' 

«*■ - q \ 

levels and increased participation in existing programs, particularly AFDC. 

Between 1967 and 1971, the poverty popitfation^declined by* 2.6 million ' ' 

people. The decrease was concentrated among families with an able bodied, 

^malejiead who was less tffan 65. The numerical size of the other groups: \he 

aged, the critically disabled'and so on, remained relatively constant. r 

. ■ * * ■ 

8 The first comprehensive release of the Panel Study data contained individual, 
histories for 1967-71. A subsequent release followed the sam^individuals for 
two additional years. The original work for this paper was done, "using the five-, - 
year data set. Late in my work, I obtained an extract from the seven-year set 
and extended some of my 1 results. The period between 1967 and 1971 averages out 
to something 1'ike an economic steady, state while the period between 197] and 1973L 
is purely an economic upturn. Correspondingly, it is useful to mark the data 
' for all three years to; distinguish between income movements that might ha.ve 
occurred in a steady state from movements associated with the upturn. 

%or 'a discussion of increased .participation in AFDC over the period, see _ 
Barbara Bolland, "Participation in the 'Aid to Families with 'Dependent Children 
Program (AFDC)" in VThe' Family, Poverty and Welfare Programs: Factors^ Influencing 
Family instability , Paper #12 (part f) in Studies in Public Welfare , published by 
• the SCibcorpittee on^Fi^cal Po.licy of the Joint Economic, Committee, U.S. Congress, 
November 197.3, pp. 139 r 179. ' '■ 

,■ ; 46 . • * 
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TABLE ,3 



POVER TY COU NTS FOR 1967, 1571 AND. 1973 BY CHARACTERISTICS OF HOUSEHOLD H€AB 

> — 2 — — ; S 1— 

(in millions of individuals) 

' ".' 

Characteristics of 

the Household Head 1967 • 1971 1973 
_ - — - ; > — — 

S si 

65 or over > 3.58m' . "3.59m 3.,23m 

Under 65 but 

, critically disabled 3.14m' "3.36m 2.00m 

, Non-Aged, Non-Disabled . - 

Maid-headed family 9.76m '6.97m 5.P7iru» 

Male unrelated" * 

individual .33m < .38ri , - * 

Female-headed family 4.86m C. 4.59m ( , ' 4.7Bm 

Female unrelated 
individual .53m 



22.20m ; J^9.62m • 15.08m 

Percent Non-white 50% 43% • » 54% 




'Sourc e : Panel Study on Income Dynamics 



Classification modified from: John B. Lansing and Katherine Dickinson, "A ^ 
Description of Eight Categories o-f the Poor," Working Papers on the Study of 
Family Economics ,' number 8, Survey Research Center, University of Michigan mimeo. 



*My data for J 973 precluded estimating unrelated individuals separately for that 
.year. See footnote 8 on page-14.. . , > • , . ! ; \ 
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The two years between , 1-971 and'^1973 saw an economic expansion out of 
recession." Ia 1971 the unemployment rate averaged 5.9%. By 1973 it had fallen 
to 4l*9" Correspondingly, the poverty population fell from 19,6 to 15.1 million 
people. AS might* be* expected, the bulk of this reduction took place amopg 
families headed, by an able-bodied male — families in, the best position to/' 

take advantage of an improved labor market: An additional reduction came among 

t > 

households whose head reported a critical .disabi 1 ity. s 

y 

TSblV 4 presents the Lansing-Dickinson classification again except that 
now I exclude welfare payments (AFDC, AFDC-UP,, General Assistance) from family 
income, and I merge some classifications for easier reading. 10 Note that in 
1967 the difference betweerfpre-welfare and ^post-welfare poverty is not that 
great. .The average level of. welfare payments was low relative to the poverty 
line and few payments went t,o households with any earnings. These factors 
together meant tha>t most welfare recipients were-poor even with welfare and 
they were a-lreacJy couhted, as poor in Table 3. By 1971, the rising partici- 
pation in welfare programs and the increased benefit levels in some states 
pushed a number of recipient'^ above the poverty line and the pre-welfare poverty 

9 

count° wB\S 4.6 million more (23% more) than the" poverty count when welfare pay- 
merits" were included. A . 

From 1971 to 1973, the pre-welfare pbyerty population declined by 4.1 • * 
million people or 17%., During the same time, the post-welfare population* 
declined by 24%, a figure that suggests that increasing welfare payments 
during the period were-pushiag greater numbers of recipients over the poverty 



. 1 i ne . 



10 



tor .users of • the Panel Study data, I am defining 1967 income in Table 3 as., . 
VSrl^&O - v257 » where V257*has been converted into a continuous variable. 
Corresponding definitions are used for subsequent years. £ .'. < ' 



TABLE 4 



POVERTY COUNTS WHEN WELFARE PAYMENTS ARE EXCLUDED FROM FAMILY INCOME 
(all numbers in millions of people) 



Characteristics of Poor in Pjoor in — Poor- in 

the Household Head 1967- 1971 1973 

• ■ 1 ; ; — <* ' . , _ 

65 or over / 4'. 12m, 4 Jim ' , * 3.84m' 
' Under 65 but 

critically disabled • 3.57m "4.21m , - 3.01m 

Non-Aged, Non-Disabled ^\ 



Male-headed family 
(including unrelatt- 

individual) 10.16m- ,8.65m 6..02nf 



(including unrelated 



Female-headed family 
(including unrelated 

individual) 6.82m 7.20m % 7.21m 



24.68m 24.17m * 20.04m 

Percent Non-white 50.9% 43.6% - * 50.6% 



- . \ > 
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*' 'Table 5 summarizes 8a ta on three, populations: the normal poverty popula- 
tion', the ^re-welfare poverty population,* and the target population. The tar-* 
get population was constructed by excluding three" groups from the pre-weflface 
4)Oor«^anybody f Over 60, anybody living in a household headed by a person who * 

is over 60,'and anybody living in a household headed by someone who is critic: . 

ally disabled.' As I have previously argued,, it is this target population that 

lies in the center of current discussions about welfare reform, food stamp reg- - 

ulation, and other anti-poverty*programs. 

In general, the target population is three-.fourfhs" as large as the normal 

poverty population. It is' increased by people who would have been poor butfrr^ 
welfare. It is decreased 'by exclusion of the elderly and critically disabled, 
. The. population Is'abdut 50% non^white and 60% of the population are children" 

11 * 

under the age of 18„ ' r 

Row (4)'"in' Table 5 contains information to seOhVcontext of the discussion 
of economic mobility that follows. ■ It is useful to think'of two kinds of indi-/ 
vidual economic mobility. W kind occurs in*an economic expansion when the . 
nu|ber of people in poverty are declining. The. other occurs *ven when the " 
. number of people' in poverty remains, constant:. >me .individuals- are mevir^out 
of povefty'vbW others are moving' in. 



. At/first glance, it appear! the number of people Httlrf tht^W^of S ^ 
' \ the target population declined by about 1 million between -l9^ailf^ ; % ' ^ 
- " suggests an economic expansion. In fact, part of thi^ "decline" hi^ , .jj 

definition of disability. The data in. Row (.4) show there were X.ZsUU^^ [t 
people, who began as members of the 1967 target population, and who we^ilV^ ^ 
^poor in' ; i971 , but v?ho lived in households- where the head became crUicallyjdis^ 
abled", between 1967 and 1971. ' . ■ 

^E^C IS to perform a comparable reweighting for^hildren per se. . 
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' TABLE 5 . " 

- . - v • v 

A SUMMARY OF ALTERNATIVE POVERTY POPULATIONS 

(in millions of peopYe) 

t • • • 

.1967 " 1971 _ ]973 

1) The Normal ' ' ' ' , 

; Poverty Population' ' 20.20m ~T9.62m > 15.08m' 

•f- . • " • • 

2) ' The Pre-Welfare 

Poverty Population* .' 24.68m .. . 2'4il7m " s 20.04m 

3) The "Target Population"** 16.35m * . 15.34m . 12.56m 

4) Members of the 0967 % • 
Target Population , % v 
Whose Household Head \ 
Subsequently Became 

'Critically Disabled .- \ l'.25m .74m 

5) Proportion of the 
-Target Population ■ - .... 
Who are Non-white 54% * <~ 49% 52% 

6) Proportion of the X 
Target Population 

. ' Who are Children Under 18 63% ' 61% . 53% 

Source : Panel Study on Income Dynamics 

' ' ' * 1 ' 

*The pre-welfare poverty population is, the populate who falls. below the 

poverty line when welfare paymeots'are 3 excluded from income^ 

. ,**The "target population" is the pre-welfare population Excluding famil'ies - 

\ (and unrelated individuals) where the head of household is over 60 or erf- ' { \ 

\ t'ically disable^! and individua-ls over 60 who are not household heads/ ' \ J 

W \ 11 Vy . j / 5 * - - , 5 ' > 
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Had these household heads'not become critically disabled, they would 



have remained with™ "the de/inition of the target population\nd the 197T 

,* ' ' ' > \ 

target population ^ould haye contained 16.6 million people -O-Jkm million 

, + 1.25 million). ^By^applying similar reasoning to the data for 1973, I 

' ' ' 

arrive, at the following, estimates: Between 1967 and 1971, econor?Mc\condv 



• tions averaged out to' a steady state .^Between 1971 and 1973, economic con- 
ditions -were expansive causing the. size of the target population to -decline 
' by about^20%. , , r , , 

Having set this background; I now turn to the major^question of this 
section: Suppose^ identify the individuals who were in the J 967, target 
population and I follow them over; time, How many remain in poverty and how 
many move above the poverty line? Data on this question is contained in * 
"• ' Tab>r6. " * , 

In Table 6, I construct income distributions based on the ratio of a 
household's pre-welfare income to its poverty standard. The sample consists 
qf alVmembers of the 1967 target population. When a sample* member moves 
into a new household,, the new income and poverty standard apply. . If a sample 

W « * . f 9 i 

member turns 65 or becomes critically disabled, *he is retained in thecalculation§. 

' J , ' k - 

The data show a significant amount of. mobility overtime. Between 1967 

* / , 

? * 

and 1968, 30% of the^/original population moved across* the poverty line and 
about one-third of J^hese moved abov^ (1.5)x the poverty standard. This progress 
continued through, ^970 when 43% of the original population was above poverty ^ 
line and toore thVn half of these were above (K5)x the paverty standard. -These 
> proportions remained constant through 1971 as the econoniy went into^a sharp / 
downturn. As Che economy began to. expand in 1972, 53$ of the original sample 
* had incomes above the poverty line. In 1973, 58% of th^original sample were 

. ^ y , . - % , 



TABLE 6 



ANNUAL INCOME DISTRIBUTIONS FOR MEMBERS Ot THE 196V TARGET POPXJlAtI ON 

FOR THE YEARS 1967-73 ' . \ 



Xy 



Define 2 as the' ratio: - f p re-Wel fare Household Inco me irTYear t 

L Household Poverty Standard in Year t" 





Z < .5 . 


.5,< Z <'1.0 ' 


*1.0 < Z < 1.5 


1967 - 


; -45% 


55% 




1968 


34%' 


35% 


19% 


1969 


\ 31% 


^31% . 


23% „ 


1970 


'30% 


27% 


20% 


i#r 


30% , 


26% 


20$ 


1972 f ~ 

s 


23% 


24% 


21% 


~~1973 


18% 


24% . / % 


• , 22% 



1.5 < Z 

12% 
r 15%- 
23% 
24% 



' 100% I 



32% ^ 100% 
36% 100%- 



•50- 

\ 



in households with pre-welfare incomes above the poverty line and 35% of the 
original sample had.pre-welfar~e incomes above (1.5)x the poverty, standard. 

• ' To.sunmarize, about three-fifths of the original 1967 target population 
were out of poverty by 1973. One-quarter of this mobility' occurred in 1972-73, 

• a period of economic expansion when the poverty population itself was .being 

reduced. 12 But the other three-quarters occurred during 1967-71 when* the , 
' average condition of -the economy, was a state/ ^ 

* . Mobility by Race and I ndividual Mofeity - 

Before concluding thjsAecUon; I want to look-at two additional questions. 
. First, is mobility evenly distributed by race? The answer is no. Whites/are 
. significantly more mobile than non-whites. Data on this Question is given in . 
' Table.7 which presents the 1973 income distribution for the 1967 target popu- 
lation; disaggregated by. race. Recall from Yable-6 that in that f.inal year, 

58%. of the 3967. target population* was out of /P overty. . If mobility were equally 
x distributed among'whites and non-votes', we would expect '58% of each racial 
X group tp'be-out of poverty. In facV69% of. whites were'out of poverty compared 
' *to non-whites. The differences^^ even moVe dramatic at>^ tails of 

) the income distribution: 27%*of non^hites but only 6% of white! had 497? 
' pre-welfar*.income/below one.half of the poveriy standard! In part these 
'differences are due to the larger proportion* the non-white poor wHo livejn ^ 
' ■ female-headed families, a subject l\nll discuss in subsequent sectioni But. 

even when \he sex of the family ^head is controlled /or.^on-white^ show less \ 

'mobility" than whiter i' will analyze thta finding in , detail in Section IV. ? ^ 



- 12 Th.^ does not mea^tharone-qu^ 

expansion, Between 1971 and 1.973, 14% of ^ 96 7 targe t pop * U 

r : f1s * re would be - 

' about 4% per year for each of the two years. . , 

\^ •- • • •• . • ' • ' . ' • ' 
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TABLE, 7 

TflE DISTRIBUTION OF WHITES AND NON-WHITES 

* ( 

IN THE 1973 INCOME DISTRIBUTION Of THE 1967 TARGET POPULATION 

_ • " Pre-Welfare Income in 197 3 

Define Z as the ratio; Household Poverty Standard TnT9"7> 



* Y < .5 % . .5 < Z <1.0 1.^<Z<1.5 "1.5 < Z 

* 

Proportion * 

of Non-Whites v . 

' in Each Class . , ' - 

_ » 27% 23% „ ' 23% - 27% 



1 ' • • 

Proportion. 

of Whites - 
in Each Class , * ' , 

6% ' 25% . 1 23% < 46% 

\ " 



Source : Panel Study J)n Income Dynamics 
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•My* final quest-ion concerns the mobility of "individuals. To jthis point I 
have made all calculations in terms of groups of people. Group mobility occurs* 
when the proportion of the group out of poverty jncreases over time. But to 
what extent do these group figures represent large numbers of 'individuals eyeing 
in and out of poverty? To what extent do they represent a smaller group of indi- 
viduals jnaking continuous v .progress? Data to begin answering titese questions are 
contained /in Table 8. ■ > 

In Table 8, individuals move one row downward ^or each year, a^ they moVe 

only to adjacent cells^ If an individual is poor next year, he will move to the 

t 

cell directly below his cel\ this year. If an individual v is not poor next year; 

he will move to the cell one row, down and one column to the right: 

The inter-cell Flows in Table 8 suggest, some crude propositions: 

— A person in the target/ population had a .3 chance of« leaving povj^r'Cy 
in 1968. If he did get out in 1968, he had a .8 chance of staying 
out in 1969.. If .he did stay out In 1969, he had a~^8^chance of stay- • 
• ing out' in 1970. This prpbabi lity- of s&ying ofit 'one mere year re-, 
mained near*. 8-d.u ring the economic downturn of 1971 and then rose ' 
,sharply in 19.72 and 1973. \ , 

-- A person in the target population had a]L7 ghance of Remaining in 



poverty in 1968. If he did stay in potflffcy in' 1968, hi-. had a y 
chance of staying in poverty in 1969.- »If he did remain poverty^*^ 
In 1969, he had a .8 chance of ,st&y*hg in poverty in 19ft).; This - 
/ . , . , . probability of .staying in one more^ye^r remained hear .8 fdr the 
i . rest of ° th^N period. / i ^ 

The'-tWo cases are assymetri'c because the- target population contains, a 

large number of children. 'When a person gets f but of "poverty and stays out i 

for several" years, we take this as evidence that he or she can continue to_ ^ 

earn income! in excess of the poverty line. We are not "sGrprjsed-^hat tfhe prob- 

.- . ~~ i 

ability of continuing out of povertyfrises. * But when a. person stays in poverty, 
for a number of years, he or she maylbe a child in a poor household.'. Eventually 



the child' will form his own household and "tfimThbus^ld may b* above poverty 



TABLE 8 
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DISTRIBUTION OF YEARS SPENT OUT* OF,.POVERTY BY THE^TARGET POPULATION* 
(All cell entries°are ih mi 1 1 i dns of people-) 

' • . • v ; .• • 

• . Numbj^ of Years Out of Poverty 

0 > 1 .2 3 4 _ 5 

• * >• • . • • 

. 1967 ) "' 16.35m I - - - 





[.69] [.31] 

! . - 


1968 






[.76] 




i • ' 

8". 86m *" - 


i 

, \ 


* i 
C793 


1,970 


' .7.02m 




[.84] 






1971 


5:92m ~ 






« • * 
v 1972 ... 


1 

- 5.14m 

1 


V 






• 1 ; 

4. ,06m - 

> 


, 1973 



•4.94 

• \ ' 
• [.83] ,• . 

v 

3.38'- ill -.: 
[.55] ' • f.84] 

* ) * « 

V.34 / . ?2.53 «• ' 3.44 



< 



7- . 

* [.54] [.58]- [.8V] 



2.65 2^5"\. . "2.13 , 



\2. 80 



(.60] ; , [.77] * [.81] .,[.88] 

^ • ■ ■ . • . } i ... -* 

1.84 - 2.25 2.59 ^ 2.06 a 2.^5' 

" \ 1 . -I - .n * • . "* ' 

• [.50] D69] * ' 0.78] ' ' '[.78]' %J [.96] 

2lOT "l.62 . .Yl2 * -'2:47 . l.'7'V' ' 



♦Numbers- in brackets,' refer to jthe • probabi 1 i ty of moving between xel Is. 
J^ivce: Panel Study on Income Dynamics' 
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even though* the parent's household remains poor. That is why the Volubility 
of remaining in poverty one more yean does not rise much above .8 for the * 
period under study. 

The two gcoups described above — the 'Tlways-ins' 1 and the "always.- outs" - # . 
are the o^ly pure groups in Table 8. Other cells — for example, those'who had 
been out of poverty for one year in 1969 — contain a mixture of those who, left 
poverty for the- first time in 1969 and those who left in 1968 but who fell back 
in. TKe probability of being out of poverty on^ more year for these groups is 
closer to .65. But by reading across the rows, one can see that even in these 
mixed groups, the more years a person has been .out of poverty, the higher the 
probability of staying out one more year.. 

Table 8 also indicates the variety of individual experiences. Between 

i 0 ' 

1967 and 1973^ the average member of theHarget population was out of poverty . . 
2.7 years. But 4.1 million people 255? of the group — were out^of poverty^ 
fi^e or'six yea^s while another 4.1 million people. never left poverty at 'all. 
% A Short Summary . " . ~ < - * - ' * ' . ' ' . * * 

» 

. My purpose in this section was to answer a simple question: H If I identified 
a group of poor people in 1967 and followed them over time, how many of Jthem would 
remain poor and how many of them would leave poverty. The answer" is that mobility % 
is significant. I* defined a group of people who are relevant to current pol jcy^ 
debates: d^tjr oup who are poor before welfare income* is' counted; and whp are rtbt m 
in households eligible foV SSl benefits. By definition, all" of' this gjfwJp were * ' 
t poor in-1967. By 1973, -58% were above the poverty Hine. About one-seventh of 

this mobility was influenced by the economic expansion of 1972-73. 'But the re^ : * , ^ 

» s - • -: ■ . . 

mainder had taken place between 1967 and 1971, a period approximating an economic 

* " * * * 

steady state . . * V * ♦ 

Why (lid this mobi Hi ty .occur? I start to explore this question in the next 
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section. 

» ' . . 58 
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III. Wh^ Are People Poor in the First Plac e? 



Why do some people move out of poverty while other people stay? That 
question raises a prior question: Why are people poor i/i the first place? What • 
amoog their .circumstance/ might change to lift them out of poverty? 

*I begin to answer these questions by presenting a demographic picture of 
, the 1967 target population: where they lived,, the average education of their 
household heads, and so on. I then describe their labor market behavior fn- 
eluding 'their hours worked, their wages, and the wages onejnight expect them 
'to receive on the basis of their age, education and other characteristics. 
Nex^ [\ will measure the relative importance of low wages, low hours, /and large 
f^jrUies in determining poverty status. These are the three , factors cited by 

>st author as main "causes" of poverty. To the extent that low wages and 
hours are determinants of poverty, it is important to know whether an indivi- 
dual's wages and hours change substantially over time and I present evidence L 
on this question. \\ conclude the section with a summary«of results. V 

Throughout theL sectlq^I^wi 11 be comparing ppor families With similar * 
families who are not poor. .^To save words, it will be^useful to define an * 
>additiortal term: v ^ - 

Definition of the -Counterpart Population * , . 

♦ ■ • 

The counterpart population is defined as the set' of all households 
' whose* pre-welf^re Income place them above thfe ^poverty line, with * 
, the following exclusions: all individuals over 60, all" individuals 
% living in a household headed by someone over 60, and all individuals 

living in a household f\eaded by someone who is critically disabled. 

/Thus the counterpart population is 'the mirror image^of the target population, 
* a dgmoc)raphical1y' similar group whose pre-welfare incomes leave them out of . s 



y poverty rather than in poverty 

* •* * »* 

Sr 

1 
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A Description of Household Heads + 

A' description of the targeted counterpart populations appears in . 
Tables 9-11.. The. data in Tabled" show sixty percent of t'he target, population 
lives in male-headed households. -But compared to the counterpart population, 
the. target population is disproportionately non-white and contains a dispro- 
portionate number of female-headed families. The reader can get a feel for , 
these proportions by considering the odds of being in the target population 
rather than the counterpart. population - i.e. the odds of* being poor. Sup-. 
pos.e a person in 1967 was under/60 and' the head i0 f his household was both 
under 60 and not critically disabled. A person in this group had a 10% chance 
of being poor. 1 If he was in this group in a white, male-headed household, 
his chances of being poor dropped to 4%. If he was in a family headed by a : 
white female,, his chances rose to 19%. " If he was in a family headed by a nOn- 
white male, his chances rdse further to 28%. And if he was in a family headed 
by a non^wh.ite female, his chances of being poor were a~devastating 65%. 

Table 10 contains data tfn the average age and education of h^isehoTd head* 
. in the target and counterpart populations. The age data yield few "differences. 
Household heads in both populations are 35*40 years old: The education, data 
dp show'so^-differWce^. TV each-race- sex-group., household head* to the ' 7 
target \pppuiation have lower education than their counterparts. But for male 
heads -th-is -difference 'is substantial — a.four to five grade gap. For'female^. 
. heads", the gap is only -1-2 grades. • * ' 

Table 11 contains data on the target and counterpart populations' 1967 
place of residence. Location is -measured, in two dimensiohs: tiie region of ^ 
the country, and the distance to a city of 50,000 or more. * . 



,T A reminder jthat "poor" here refers to pre-welfare income being less than the 
poverty. line. t ■ \ _ . , 

J . • \ 1 ' 



INDIVIDUALS CLASSIFIED BY THE RACE AND SEX OF THEIR HOUSEHOLD HEADS 

(millions of individuals) ' <*■ * 



. White Males 
Non-JWhite Male 
White Female 

% Non-White FemaTe 



1967 Target . ^Percent 
Population Composition 



5.02m 


(3.1*) ' 


4.70m 


. (29%) 


2.45m 


(15%) 


4.18m 


*(26%) 




(100%) 



1967 Counterpart 
[ Population* 

V' 123.45m • 

II- 89 ' 

. 10.49 

2.21 



148.04m 



1 * 

Perpent 
Composition 

(83%) - 

.( ; 8%) • 
{}%) 
(T%), , 



(100%)-'' 



♦Both the target and counterpart populations refer to individuals under 60 in households 
headed by people who are both under 60 ahd not critically disabled. Target population 
households have pre-welfare income below the poverty line. Counterpart population house- 
^mrds~mg pre-rerfar*e^income a bo v^the poverty 71fie7~ ' 5 " ' Ji ^---"— 
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AVERAGE AGE AND EDUCATION OF HOUSEHOLD HEADS IN 1967 



a) Average Age 
White Males 
NoprWMte Males 



C\ White^Females 

iv' ' : >tton-*White Females 




. : , Wh'i totals ■ - tv 



Non-WNtte* Mb. ^ y , 
Whi t|, Fejnates 
Non-'Whlt©. Females 



1967 Target 
Populatioh 



34.4 years 

41 .4 years 
37.0 years 

38.5 years 



6.5 grades 
6,. 3 grades 
9-. V grades 
9.0 grades 



/ v 



Non-Poor 
Counterparts 



39.4 years 
38.8 years 
41 .3 years* 
"39". 3 years 

11.5 grades 
10.1 grades 
11.3 grades 
10.1 grades 



The idea of poverty b/ings two different pictures to ijiind: the inner 
city, black, female- headed family and the white, male-headed family in Appalachia 
The data tn Table 11 suggest' both views are correct: Poverty is a rural pheno- 
menon among male- headed families'. Female-headed families are more evenly 
distributed across the country, ' 

Again, probability statements are useful. I noted ^above that a person 
in a white., male-headed family had a 4% chance of being in the targfet population. 
If the persofi also lived within five miles of a city of 50,000, that chance drops 
io 1.5%. If the person lived more than 15 miles from such a city, the chances 
rose to 6%. 80% of whitejnale households in the target population live 15 miles** 
or more from a city. For non-whites in male-headed families, the overall chance 
of being in the target population is 28%. Within five miles of a city, the^lff 
chance drops to 20% while more than 15 miles from a city, the chancy rises to ' 
44%.^ These high rural rates of poverty pccur even though'the official poverty 

standard is reduced by 20% for people who list their occupationsas farmers. - 

-% " * , - 

The geographic distribution of female^ieaded, families is^jngre unffcW. v . t 
About one*third of the female-headed families in the target population live 
close to cities of 50,000', while another one-third live 'more than 15 mites from 
.Such i cjtie^s. . The non-white, female counterpart population has. a. similar. distri- 
bution'.' *;' 
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Hnw To Read the Tables " ^ 

people in households headed by .white males, and so on. 

Each cell within a table refers to /particular combination of region and . . 
distance from a city of 50,000 or more. • , • 

• , he figu re, within each cell refer to the ^^^p^'*' 
group in question. The figure aoov£ tne « b } the di&g0 nal refers 

a, • JllU!JJLM iLni' n im; ° <" »** h ^ Ma1e 



Region 
Northeast 

f 

North Central 

\ s -> 

South 
,West 



Distance to a City of 30,000 -or More 
- ! 

Less Than 



5-15 
Miles 



More Than 
15 Miles 



t— — — br 

8% 'J* 
s< S% 


St >^ 
7% 




^— < •-— < 

1 flfe^ 
10% 


, 1* - 

12* 






-"8*- 

\ 8% 




7% 


■ U^*? v 


>^ 4% 

i 



ft-" 
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TABLE 11 (continued) 



B) The Geogcaphic Distribution o f Per^flS^^msW^ -Headec -^^ ^ 

, _ — ^-..^.Mr^/ iS^^h 




6) The Geographic Distribution of TersUs in Househo lds Headed by a White Male w 

Distance to a City of 50,000 or More 




Region 



theast 



North Central 
South 
West 



Less Than 
5 Miles 



5-15 - 
Miles 



More Than 
15 Miles 



xi 


#1 - 


4* _ 






io% 


35% ' X^ 
17% ' 


3% 

4% , . 

1%. - ; 

■ 5% ' ' . 


6% 

-3% - ' 


28%' 

. 12% 

! . ^ 6% 
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TABLED 1 (continued) 

D) . The Geographic Distribution of Persons in Households Headed by a White Female 

Distance to a City of 50,000 or More' ' 



Dn • „ x Less Than 
. Region \ 5 me$ 



Northeast 



North Centra 



South 



West 



5-15 
Miles 



More Than 
15 Miles 



\S 7% 


— 

.11% 

9% 


. 15% ^ 
■ 9% 


8% 


h 3^ 

5% 

^~ 9% * 


6% 

12% 


7% 


, 8% • *> ■" 
V 6% 


^ 

10% 

10% 


^^6% . 


1% ^< 
. 9% 


10% ^<T" 
6% ' 



c 



Source: Panel Study on Income Dynamics 
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Regional' Definitions 



X 



V 



Northeast 



New England* New Yorlu New Jersey, Pennsylvania 



North Central- ^Illinois, Indiana, . fbwa, KarisasT Ittehigan, Minnesota, ^issoufit 
: rrrt ^7 Nebraska, North Dakota,. Ohio, Sooth' Da kotlriiisconsi rr ' ; - 



South 



West 



= Alabama, Arkansas,, Delaware, D.C.,, Florida, Georgia, Kentucky, 
Louisiana, Maryland, Mississippi, Nortfhfarolina, South Carolina, 
Oklahoma, Tenfiess.ee, Texas, West Virginia 

= Arizona, California^ Colorado, Idaho, Montana, Nevada,* New Mexico, 
Oregon, Utah, Washington, Wyoming * > 



A final word on the South* Previous- studies 'have shown poverty to be 
largely a Southern phenomenon/ The target population differs rrom the normal 
poverty population but the data point to ifhe same conclusion:. 42% of the 
target population live in the South, compared to 24% of the counterpart population. 

\ 

The missing vari&bljB^s race. Poverty is disproportionately non-white and 

3 - 

non-whites live disproportionately jn ,the South. .When the data are .control led 
for race, t^e .influence of the South pejr se become Jess -important. 

Together Tables 9-11 reemphssize the vulnerability of female-hea/ied "house- 
holds-. The typical poor piale household head had some unusual characteristic: 
extremely low education, residence in a rural arefck, etc.. By contrast, feffiale - 
heads ^ho. ar*e poor and female heads who aren^t poor look very much alike* 

Table*12 contains data on the average number. of children per household. 
Beeause 0 the poverty standard increases with th£ 'number of children, jt is 
- reasonable to expect that poor families Ste larger than non-poor families 
4 and this is in fact the case. The data in Table 12 show that families in the. 
target population, average .3 to 2.7 more children perk family than thejr counter- 
parts'. To what extent do these children "cause" poverty? Put another way, how 
many of these households would be above the poverty line if their income had to 
, support only two children? I will return to, the question later in this section. 



2 ' 

In particular, the target population excludes welfare payments. from: income 
and so I might have expected 'it to show a more everi geographic distribution 
Jthan normal ppverty coypts. * 



Specifically, 52% of all non-whites w in the target population live in, the^ 
South compared to 42% of all non-whites in the counterpart population* Similarly 
2S% of all whites in the target population and 22% of all whites in the 0 counter- 
part population live in the South. These^disparities are far smaller than the* 
Dverall disparity of 42%-24% reported above. 



\ 
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TABLE 12 



AVERAGE NUMBER OF CHILDREN PER- HOUSEHOLD 1-967 
(figures in parentheses are standard*deViM ions ) 



< « 



Characteristics of 
Household. Head - 



All White Males 



All Non-White Males- 



1967 1» • \ ^. _ 1967 - 
Target Population Non-Poor Counter-Parts 



1 .94 Children 
(2.44)' 



4.39 Children 
(2.87) 



1.67 ^Children 
(1.64) f w 

. 1.64 Chtldm 
(1.7.3) > 



White Females with 
Children Under 18 ' 



3.09 Children 
(1.66)' 



1.84 Children 
(.97) 



Non-White Females - 
with Children Under 18 



3.61 Children 
(2.18) . 



2.36 Children 
(1.12) . 



Soiree: Panel Study on income Dynamics 
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***** ' • 

. The tabor Market Experienc/ of Household ,Heads 
I now turn t6 v data on the labor market experience of household heads. 
I will characterize thi£ experience Byvthree measures: the tifead's annual 

\ ' x 1 

hours of wprk, the heads 1 average wage when working, and the head's estimated 
wage based'on hi$"or-her personal characteristics. * . 

Table 13 contains information"^ head's* hours worked for the target and 
counterpart populations. Rather than present an-overall average for each-#so^p, 
I divide Ahe groups into two parts: the proportion^of people in households 
where the heacr'diwt work at all, and the average hours of work for" those 

Pleads who did wo*$L This two, psrt format is particularly -helpful for female 

. household heads whfcre a simple average obscures a bi-moda.l distribution: many 
women working long hours and many women not-working at alft I ^pect that 
hours worked is in part a .function of the national unemployment rate and so 

^able 13 contains information on houry worked in 1967 when the unemployment 
"rate was 3.8% and information x for 19^1 when "the unemployment rate was 5.9%. 

I mentioned in Section 2 that many of these numbers are based on small 
samples. This is particularly true of, such categories as poor ferrule household) 

. heads,without children. ; Correspondingly, the figures^ I present shotild be inter/ 

preted with some s$re. ^ „ . ^ . 

a. 

With that qualification in mind, the data in Table' 13 tell a consistent 
story. Most male household heads In the- target population wbrk,' and they work 
'on average almbst'as much as their counterparts. Of tho,se individuals, who lived 
in poor male-headed households in 1967, five percental ived in households where 
the head' didn't work at all. Those heads who did work averaged about 1900 



y< hours compared to 2300 liours for their counterparts. 



A 



TABLE 13 



HOURS WORKED BY HOUSEHOLD HEADS IN 1967 AND 19£1 



Ak Annual Hours Worked in V967 by the 1967 Target Population and Counter- 
■ Part Population (all figures in hours per year - figures in parentheses 
are standard deviations), , ^ 1 / 



Characteristics 
of Housefiolcl 
Head 



'Target Population 



r 



Average Hours Worked 
For Heads Who Worked 
at All in T$67 



Proportion of 
frroup Who Lived 
in- Households' 
Where Head Did 
Not Work in 
1967 



Counter-Part 
Population 

*Avg rage - Hours » 
yorked by Heads 
.Wfio Worked At 
All in 1967 



White Male 



Non-White Malfe 



White Female with 
Children Under IS 

White Female Without 
•Children Under 18^<^ 

"ft^-White Female 

: With Children Under 18 

i 

\ 

Non-White Female 
Without Children Under 
18 1 



1816 hours'/year 
(1043)' - 

".2029* 
(^76 



898 
(755) 

• 997 ' 
~y721) ' 

1043 
.(679) 

1260 
(96.7) 



4% 
6% 

.* 59% 

•3 

18% 
• 44% 

12% 



2340 hours/yea 
(667)' 

2274 
(561) 

1552 
(705)' 

1754* 
(553) 

1703 / 
(587) 

1822 
(466) 



TABLE 13 (continued). 



' B) Annual- Hours worked in 1971 by th.e }97Warget and Counilr-part 
Populations 



Target Population , 



Average Hours Worked 
for Heads Who Worked 
At All in 1971 



Counter-Part 
Population. . 



Proportion of- Average Hours 
Group Who Lived' Worked fay Heads 



In Households 
Where Head Did 
Not Work in 1971 



Who Worked At 
All in 1971 



Characteristics, 
of Household 
Head 



Whi.te Male .- ■ 

Non-White Male 

White Female with 
Children Under 18 

White Female Without 
Children Under 18 .. 

Non-White female 
With Children • 
Under* 18 

Non-White Female 
Without Children 
Under 18 . 



2103 
(1136) 

1842 
(745) 

1044 
•(614) 

873 
(679) 

1231 
(814) 

1306 
(721) 



■355 



40% 



32% 



7% 



46% 



• 21% , 



2253 
-(665) 

2114 - 
(646.) 

' 1671 
(812) 

A 1758 • 
(586) 

1458 
" (602) 

167*1 
(619) 



■m 



Source: Panel Study on Income Dynamics 
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* *• Similar .results hold for 1971. In. that year, a high unemployment rate 
increased the number of non-white male household. heads who didn't work at all. 
But pobrjnale heads who did work averaged 1925 hours compamT to 2200 hours 
for their- counterparts. * . 

To summarize, poor male heads work shorter hours than their counterparts 

- ^ • ' / 

but. the gap is fair less than many people suppose. If, for example, all poor 
males looked like the men of TaHey's Corner , I would expect them to be unem- 
ployed about one day out of every three and to reporjb about 1000 hours of work 
annually. The data in Table 13 suggest nothing like that. 

Among female-headed households^ differences jn work behavioV appear more 
clearly. L$rge numbers of female heads do not, work at all. Among people in 
poor, female-headed households in 1967%. half were in households where the head 
didn't work. Those heads who did work averaged 1000 hours annually compared to 
1600 hours for their counterparts. The data for 1971 show similar, if slightly 
smaller, differences. * 

„At the beginning of this section I asked what circumstances of a pdor 
person might change to lift him out of poverty. Certain circumstances are 
unlikely to change: the number of children tn the family, the-head's education, 
and .so on. The head's annual hours of work was a possible candidate for change. 
But the data fn Jable T3 suggest the room for change may be limj^ed. Many poor, 
mal^-headed households are working full time already. Majty poor female-headed 
households are working far less than full time-but it remains to be seen whether 
working ful.l time would lift them out of poverty, hshall return to this question, 

S . " . : • 

•-too, later in this section. ' • 



4 E11 iot' Liehow, Tal ley's Corner , Boston: Little ; Brown, 1967. 
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•> ^Table 14 contains data on the actual and estimated waijes for household 
heads who worked in 1967, The estimated wage is constructed by estimating 
. _an equation of the form (1) below and applying the coefficients to an indivi- 
dual's characteristics', 

(1) Estimating Equation for an individual 1 s Average Annual Wage 
ln(W.) = f(X lr X 2i> x 7i ) +y i ' * 

J * where: li. is the individual's annual pre-tax earnings- 

' from labor divided by his total hours of work. ^ 

> * ln( ) refers' to the natural log function I 

] * is a set of 7 binomial dummies referring- to age. 

' - , X 2 is a set of 7 binomial dummies referring to education. 

> ' ^2 1S ~ se ^ ^ ^ binomial dummies referring to the 
regTon of residence. "S 

is a set of three binomial dummies referring to 
the distance from the individual's residence to 
*" a city oft 50,000 or more. 

Xg is a binpmial dummy whi^h is 1 if the person has 
any woirk-limi ting dfsaDility. 

Xv is~a binomial dummy which is 1 if the person " , 
belongs to a union (males 6nly), 

X 7 is, a binomial du^imy'which is 1 if- the person is 
- ^ a farmer (males, only), - * 

u_. is a stochastic error term associated with the 
* * individual.. 

1 m . The equation (1) above is estimated separately for white male household , .„ 

heads, non-white male household heads, white female household heads and wives, 

^ . and .non-white fgmale household heads-and wives. 




5 ■ * . 

a « Th,e" estimating, equations themselves* appear in Appendix B along with sample 
calculations .of.e&tftaated wages. The regression form is, adopted. from the work 
of Robert K&Vk See:! Robert E. Hall, u Wages, Income and Hours of Work in the 
* • /tf,S. / Chapter. 3 in Glen 6, Cain and Harold W. Watts, eds,» Inc ome Mainte nance' 
« <yd Laboy Supply , Chicago, Rand McNally, 1973. - 

ERjC * - 1 ■ 



TABLE 14 



AVERAGE, ACTUAL HOURLY WAGES AND AVERAGE ESTIMATED HOURLY WAGES FOR HOUSEHOLD HEADS 





• • 

WHO WORKED 


IN 19%7 


,7 ' 


" - • • 


' «* , 

(figures in parentheses are 


standard deviations)* 

* ' j ■ 




» f 

Characteristics of 
the Household Head 


Tarqet Popula^for^ 
Actual Wage Estimated Wage ' 


* 

Counterpart Population 

A • 

Actual Wage Estimated Wage 


White Male Household' 
i Heads 


$1.28 
(.61) 


$2.20 
C79) u 


(2.17) . 


(1.00) 


Non-white Male 
- „ Household Heads 

# * 


$1.33 
\ (.71) 


$2.03 
(.77) 


$2.96 
(1.86) 


r 

• $2.81 
(1.04) 


* White Female Household 
Heads with Children 
Under '18 


A 

$1.13 
^ (.45) 


$2.18 
(.48) 


* 

$2.55 
' ($2^0X 


$2,1.6 i, 
' (.67) .'. 


White Feraale* Household 
Heads Without Children 
Under 18 . 


$1.05 
(.50)* 


$2.00 ~> 
(.59) 


. $2.79 
• ■ (1.76) 

* 


0 

$2.35 
( -8.1 ) 


' Non-White female House- 
hold Heads .with Children 
, Under J 8 _ 

> 


-.-$K09 
(.37), 


$1.30 
• (.56) . 


$2.>6 
(.46) i* 


$< $1'.62 

s (i.io) 


" „ Non-White Female House- 
hold Heads Without 
Children Under 18 

* » 
• •* 


$1 .07 

;(.49) 

0 

' i 
/ 


. $1.37 
(.351) 

• 


$2.07 
(1-16:). 

N 

♦ 

• 


,$1.95 
'(.98) 

i * 

*■ 


• • 

Source: Panel Study on Income Dynamics 


0> 







♦Standard deviations ;of the estimated wages for various subgroups should not 
be-jconf used with the standard error of Equation 1. 
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By its construction, the estimated. wage takes account of many of the , , 

* 

characteristics I have, discussed previously: a person's age, his' education*, 
his place of residence and so "on. It offers a useful way of investigating 
the meaning of "low wages." To* say that someone receives a low wage has two 
interpretations: . that he receives a low wage relative to some n^ional average,/ 
or that he receives a low wage relative to most people who have characteristics ' 
similar to his own.. In the work that follows, both meanings will be important/ f 

The data in Table 14 show that by both interpretations, household heads in 
the target population work for low wages. Average actual wages for male heads • 
in the target population are about 35% of actual wages of male heads in the 
counterpart population. A priori one might explain this result by saying that 
male heads in the target population* were poorly educated, they live in rural ' * 
areas, and so on. But the data also show 'that male heads iiyxhe target popula- 
tion receive average* w^es ^that are 40% below their estimated wages, estimates 
that take these factors into account. "Fejnale household heads in the target 
population show similar patterns. By contrast, household heads ii> the counter- 
part population receive wages that on average exceed their estimated Wages. 

How does one interpret the difference' between actual and estimated wages?* < 
Two interpretations are possible. Start with the fact that wage' equations f l ike> 
Equation (1 )' general ly explain only 30-40% of the variation in observed wages 
and so prediction errors are quite large. In this content, an error of prediction 
may reflect a one time event, a piece of bad luck or good luck' that befalls an . 

individual in one year and has, no bearing on his wage in this next year. If this^ 

• i» * 

were, the case, I .would expect household heads in the target population to return 

x * - . * • 

to* their/ estimated wages in subsequent years. Alternatively, a prediction .error 

„can reflect some unobserved characteristic of the individual: an unusually high 



9 •;« ' ri- 
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motivation, a prison record, or some other variable that is not explicitly 
recorded in the data. In this case, I would expect individuals to stay 
systematically above or below their estimated wages over time. I will r|turn 
ttr this point at the end of this section. '. ' 

Summarizing the Data -- The Causes of Poverty 

At this point, I want to summarize the data just presented in a series of 
experiments. Earlier in this section, I asked several questions: How many 
families would be counted as poor if they had to support only two children? 
How many female- headed households would be removed from poverty 'if their house- - 
hold heads worked full time? These kinds of questions are- part of a larger 
idea. Many authors have suggested that poverty is "'caused' by three factors: 
low hours', low wages, and large numbers of children. To measure the extent 
of this. causation, % I will ask a set of "what-if" questions that appear below. • 
The, answers to these questions will provide a convenient way of organizing the 

data' in Tables 9-H, *_ 

The. Impact of Low^Hours in Causing Poverty - 

Consider a "poor household and, in .particular, consider the labor 
' income of its head. Suppose the head had worked for, his or her 
reported actual wage, but had worked for a "normal number of hours 
rather than tps or her reported hours. Would the resulting change 
in income be enough to lift the household out of poverty? /, 

The Impact of Ldf Wages^in Causing Poverty - - '* 

Consider a poor 'Household and consider the labor income of its head. 
Suppose the head had worked for /his or her. reported hours, but had 
' worked for a "normal" wage ratbfer'than his .or her< reported .wage* 
Would the*resulting change in income be enough to lift the household 
out* of poverty? • •<•'.. 

fhe Impact of Larded Numbers of Childrensrin Cau's ing 'Poverty ^ /. ♦ 

'suppose we construct a new* poverty standard for. a household based on 
Its actual number of aduli^nd two children (actually, two children 
* or the true number of children if the true, number is less than two). . 
Suppose we classify a household as "-poor". only if its income does not 
exceed this new poverty standard. How many houses-would still be poor? 



In the, first two experiments, I hold constant the, earnings 0/ household 
members other than the head. To test the impact of aggregate economic condi- 
tions, 'i will run the experiments twice: once for 1967, a good year, and once 
for 1971 , a bad year. . • . 

The experiments are clear in outline but I need to fill in some details". 

• • • • p 

What do I mean by "normal" hours? For simplicity, I define normal hours., 
• for each race-sex group to.be the mean hours worked by all male heads fn that 
gi^oup as shown below in Table 15. , X. ^ 

TABLE 15 

<• " f 

Normal Hours Worked- as Used in the Experiments 

1967 mi * 

White Male Heads 2297 hours/year ,2229 hours/year- 

White Female Heads * 2297 ' • 2229' 

* Non-White Male Heads 2194 2041 . 

'- Non-wliite Female Heads ."2194' 2041 



gy 

c 



Source: - Panel Study on Income Dynamics 



Some readers may object that it is unreasonable to conduct an experiment 
where female, heads work full time, but I ask tnei J*|| 0 bear with me. 

What do I mean by a "normal"" wage? ' Here, I will use a person's estimated* 
'wage to represent .their normal wage. Tdo not imply by this that every indivi- 
dual can be, expected to return to his or her estimated wage in the near future. . 

\ » *" ^ * • * 1 9 

.Rather, I use the estimated wage because it provides standard for*a 'normal wage 
that is less arbitrary than ma£t alternatives. , \ 

In these' tabulations, how do I treat household heads 'who do not work- at ail?, 

/ • •"•• • • " 

•I don"t. These heads report no wage and no hours and so under. either of the 



-74- 

first two questions, their labor income will remain at zero. Jhis solution 

seemed more reasonable than some aVbitrary assignment of wages and hours that 

/ 6 
would not be strictly equivalent' to the data used for other households: 

,The results of the experiments are reported in Table 16. Note that the 

> 

experiments- involve all households .in the target and counterpart populations. 
^Consequently, it is. possible for people to fall into poverty as well as leave it.' 

The results of Table 16 can be summarized in four points., , 

Low Wages Make a j Difference for Men , 

fl. If males were working for their estimated wages rather than their 
reported wages, poverty in male : headed households would have been 



reduced by 30-40%. 



Low Hours Do Not Make a Difference for Men 

; ' If^male household heads were, working for 'normal ^ours (as defined, 
in Table 15) rather thai) their actual hours, the amount of po.verty 
in male headed households vtould be reduced only slightly. 

■ ' ' * 

- Neither Low Wages Nor Low Hours Make a Difference for Women ^ 

The substitution of either an estimated wage or normal hours leaves* • 
.'the amount of poverty in female-headed households unchanged. * r 

Children M^ke a Diffe rence for All Households 

'■ : * ' •/ 

If a household was classified as poor only when its income was ' 
inadequate to support a family of two children, the 1 number of 
.people in poverty would be reduced by. 40%. 

I can best explain the results by discussing male afhdrfemale heads 
separately. Think of an individual's earnings as the product of (reported 

, : : ' V ^ ' ... 

' 6 A separate, more technical question concerns wages and, hours for farmers. 

Farmers work extremely long hours and so appear to work for extremely low wages 
(i e , a^rmal incomte divided by a large number of annual hours). The estimated 
wage compensates, for this by including a'dummy variable for farmers. But the 
definition of normal hours in Table 15 would have all farmers working for (what 
- is for them) verylow *ours and very low actual' wages. Jo get around this problem, 
' < I have'defined normal hours to be actual hours if the househo d head reports his 
occupation as fanner, and the appropriate number in Table 15 if the person is not 
a farmer. • , 

7 For example, if a 7 household" head is working particularly, long hours and is> . 
anally slightly above the poverty lin'e (i.e., in the counterpart Population), 
O assigning^him normal hours fronr Table 15 may reduce his income enough to bring 
••■ySlta him into poverty. -73 
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TABLfy"16 



• THF SIZE OF THF TARGET POPIII AT I ON REESTIMATFD UNDER THE WAGES EXPERIMENT ' ' \ 
THF HOURS EXPFRTMFNT. AND THF CHILDREN EXPERIMENT FOR 1967 & 1971 _ V. • 

• (all numbers in millions- of people) - 

People Classified by the Characteristics of Their Household Head 
1967 White Males Non-White Males. White Females Non-White Females TOTAL 



f67 Target 
>pu1ation 

ige Experi- 
jnt 

Durs Ixperi 

Bl>t 



5.02 million 4.70 mill-ion " 2.45 million 4.18 million 16.35 milllo 



3.22 million 
4.88 million 



n'ldren ' 

xperiment • 3.01 million 



3.32 million 2.82 million 4.74 million 14.35 mill ic 
4.45 million 2.84 milli'pn 3.86 million 15.73 millic 



1.74 million 1.95 ration 3.43 million f 10.14 mi iff ( 



-1971 

971 Target 
ovulation 



5.24 million ' 3.03 million 2-76 million ' 4.28 .million^ 



age Experi- . 

lept 2. 36 million 

» * 

ours Exped- 
ient ; 4.45 million 

Iht^dren 

ixperiment 2.60 million 



2.45 million 2\27 million 
2.93 million 2.91 millTon 
1.61 million K95. million 



4.49 million 
4.11 million 
3.67 million 



15.34 millii 
11.59 milli 

i 

14.40 milli 
9.83^miVli 



Source; Panel Study on<ncpme Dynamjcs _'. 
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wages x reported hours worked). The hours experiment substitutes a mean num- 
ber onfcurs for reported hours. The wage experiment substitutes an estimated 
wage (a conditional mean) for the reported. wage rate. Apical ma> head in 
the target population will have reported ^hours and reported wages that are both 

below these means, but the difference for wages will be larger. In 1967, a 

f > - ? 

typical me head worked "about 85% of ndrmal hours but .he worked for a wage that 

was only 60" of his estimated wage. la this context, a return v to estimated 

wages will produce a bigger increase in earnings than a return' to norma-! hours.' 

The case of ifemale household heads d.iffers from that of males because the 

distribution of female wages ts relatively lower. The L967 mean reported^ wage 

for all non-white male heads (poor and non-poor) was $2.70. The mean for^all 

e * — ' 

female heads was about $1.70'and many women earned less. In 1967, a woman with 
four children could work at $1.70 for. 2100 hours and still be several hundred 
dollars tfelow the poverty line. S 

Moreover, the'distribution of expected wages. is.mifch tighter than the dis- 
tribution, of actual wages. 8 When I''substitute a : woman's estimated wage for her 
actual wage," women who are working be-low the estimated wage will have increased 
• earnings bol earnings may not increase enough , to be out of poverty. Other women 
.'* may be out of poverty because they were actually receiving more than their esti- 
mated wage. For them, substituting estimated "wages for actual wages constitutes 
a reduction in the wage rate which will cause them to drop below'the poverty 
\ lijje.' This accounts for the small increase in female-headed poverty in the 
.wages experiment. 



y 



8 This can be seen by comparing the standard deviations* *bf actual wages to, the 
much smaller standard deviation of estimated wages in Table 14. 



Summarizing the. Results - How Permanent is Poverty ? •• * 

V ^ I b^gan this section, by asking why people are' poor in the first place 
; and what among their circumstances, might change to lift them out of poverty. 
The ^material just presented gives soma crude answers-to these questions.* - 

Poor male-headed families are concentrated in rural areas and have very' 
low leWof education. Th^se. two factors predict they shoul^Wn iow wage ' 
.rates and, in fact, their wage rates are even lower than one wo'iZ predict. 
Though they work on average dose to full time, their low wage rates produce*', 
insufficient income, to ke*ep them above the poverty standard. In'part this is 
due to their large fan.il.ies that' result, in high poverty standards. But 60% 
of- the people in poor male-headed households do,not have enough income to sup-' 
port a two-child household above poverty. • 

' Poor female household' heads have' fewer distinguishing characteristics. * 
They are/ot as concentrated in particular regions. ■ They do' not have" dramati- 
cally lowjlevels of education. But a relatively large proportion of them do 
.not work. And the numbers suggest that the ones who do; work earn low wages - 
wages so low' that even if they were to work full time, their incomes would not. 
be sufficient to lift their households out of poverty. Again,' some 'of this 
problem arises from large families. But here too, redoing' families to\wo 
children would only reduce the problem by 25-30%. • 

Which of- these circumstances might change to lift a-family ojt of^poverty? 
There are, of course; many possibilities for change beyond those Just discussed. 
A female head might remarry. Or a wife might enter the- l^maMcet to supple- 
ment her husband's income. I will look.at thesi%ten,s Jmfre detail in the * 
nejct section. . • ** . »' ' 
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Among the factors jusf^explored, ,the rwjst likely candidates for change 
are male wage rates, Male hours have relatively little room for change 
they are working close to fall tiriTe already, female wages and female hours 
both have room for change. .But the.pdsition of female heads in the labor 
market is relatively weak and it i|^ unlikely that either kind of change would 
/litt* the household Qut of ^yerty. ' * <; ,\" ' 

Can I reasonably expect a man's wage to increase. I^n^o an extent. 
Wage increases potentially can come from two sources. The first is a natural 

life cycle of earnings^<The wage estimates in Appendix B suggest that both* 

> ■ / . 9 
black and white male wage-rates increase through age 44 (though fairly slowly 

/ ' I • 

for blacks). ^#he data in Jsble 10 show that more than half of all poor *nale 

household heads are less than 40 and^so wage increases might arise from that 

seurce. s w r ^ 

+ » 

. A second source would be incidents. of good luck or/more properly, removal 

* s 

of the bad luck* that caused actual wages to be below estimated wages. But this 
%Juck is^plausoble only if the difference between actual and estimated wages 
* reflect truly rahdom events:- that is, they don't reflect unobserved character- 
Mstics like bad motivation, alcoholism, particularly depressed areas of resi- > 

dence, and so on. I investigate this question in Appendix C. . My conclusions 

' *■ 

can best? be understood by referring back to Table 14. * 

£<Jns\der an^individual white, n\ale, household head whose actual wage in 
,1967 wa/s $1.2£ and whose estimated wage was $2.g0 a person whose individual 
characteristic? equaled the averages for all poor white males presented in 



table 14. Is it statistically plausible that $2.20 could be this person's 



'12 



ntfrmal or expected wage? Yes, it is. A simiJarj:onclusion holds for all, other 
race-sex groups* * . ' ~ , J \ + 
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On the other hand, consider a group of white male heads (in this case, " 
57 observations) whose average actual wage was $1,28 and whose average estir 
\ mated wage was $2.20 that is Athe 'group of poor white male heads contained 
' in Tabl£ 14. Isjt plausible that $2,20 represents .the average normal wage ° 

or average expected wage for the whole group?' The answer is no. Similar ■ 

. i ? 

answers 'hold for each of the other race-sex groups.- ^ 

The, conclusions themselves are* detailed in Appendix G. They indicate 

& ■ v ' 

what common sense suggests: that at least'some of the^people observed in 

poverty were caught in a particularly bad year, a year in which their wages ' 

were unusually depressed. Correspondingly, .it is reasonable to expect that 

some of the people in poverty will. return to their higher estimated wages in 

.the future.- But while this conclusion .is reasonable for some individuals 

among 'the poor, it is not -a reasonable /(Conclusion for the poor as ck whole. : 

Having said ^11 this, the guestion remains; How do people leave poverty? 

I turn to this question next. , . \ 
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IV. How Do People Cross the Poverty Line — An A nalysis of 1967-68 . 

How daes an individual cross the, poverty -line? Near the end of the pre- 
ceeding section, J presented a shdrt, list, of facers that might £e Jnyolved: 

-- The head of the individual's household might change. Since the 
household head is the assumed principal earner, a change. in head 
may produce-a sharp change in household income. Such changes miqht 
occur because the individual is in a female-headed household 
"where the head'gets remarried. Alternatively, the individual 

' herself might leave her parents', household to form a household 
of her own*, and. so on. - 

-- The head of the individual's household might experience increased 
earnings through increased hours worked, increased wages , or 
both. . ~ t 

'-- Household members other than, the head might experience increased 
earnings. Members of the individual's household might receive 
.increased income through req^als,' gifts , and other non-labor 
sources of income. , 

I assess the relative importance, of these factors b in this section. • My ^ 
focus will be on members of the 1967 target population who crossed the poverty 

Une in" 1968. • ' \ 

Note that I have described each factor, from the perspective of the indivi- 
dual rather than the household. Household composition, changes constantly over 
time. Divorce, remarriage, and relatives lentering and leaving all serve to nfake 
the household all imprecise concept even/over-a period as short as two. years.. 
Dividing the simple into individuals and asking what happens to them avoids this 

imprecision.- * ' t ..\ • 

.* • /My analysis will proceed in ,three steps. ^ V will begin by grouping the 1967 
target population by, their positions in their 1967 household*^ male heads, wives 
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i InfWor fartnrs are Dossible but they do not appear to be too frequent. Changes 
in SanlfeJs are l^il lied by the exclusion of welfare payments from, income used 
1 n this' paper Another factor, frequently- suggested to me, is the case -of the , 
fLilv Wh? loses a member and so becomes non poor because its constant income fs 
1 Scya 0 r,J 0 to S a a i^r poverty standard ' 1 -n^abulations to t* > sp&c - 
' fically for this case and found that it described at most 1.5% of a.y people wno 
'! crossed 1 the poverty line between ,1 967 -and 1968. 
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female heads, youn'g chiVdren and so'on. I "then will tabulate the rate at 
'which each" group crossed, the poverty line in 1968, As" *part1)f these tabu- 

„ m 

lations,.I will show the relative importance of changes in the household 
among ^people who leave poverty.' '* <\ 

^ Next I will investigate those movements across the poverty line that 
did.Jiot involve changes in household head. -Here I will lofik^for thk rela- 
tive importance. of changes* in the head's hours worked, chariges in the head's 
wage and changes in the earnings of* others. 

Finally, I will condense the previous material in two simple econometric 
modelsthat attempts to predict who, among the 1967 target population, will 
be outVf poverty in 1968. 'Recall from. Section II (Table 6) that between 
1967 and 19 x 68, 31% of the 1967 target population crossed'the poverty line. 
Alternatively put, a person drawn at random* from the T967 target population 
had a probability of .31 of being non-poor in 1968. But we know c that this 
probability was. not even across all individuals. -Common sense suggests a. 
ch.ild in a male-headed household with income' just below the poverty line had 

• a better chance of leaving poverty next year than, a child in a female-headed . 

° « . * - . ' * 

household , with no earned income.. Correspondingly, the probability of .31 is 
actually the^m^ln of a djistributidfc of individual probabil itiesl of leavirjcj 
•poverty in 196B. I will use the econometric models to construct! this ex tmte 



distribution of probabilities. This distribution will give a clearer pi:ture 



of the short nun dynamics of poverty. 



I w-ill conclude the section with a summary of findings. 
M ovements* Out of Poverty and, Changes in Househ old Head 

^tt ; ; * in " — . \ : 

What is the chance an individual in the 1967 target population left 
.poverty in 1968? And if he or she did leave, what is the dhance that the 
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move was involved with a change in household head? 

/ I expect a priori that the answers to both questions depend upon the 

person's position in the household. ,A male, household head will almost cer- 

tainly remain the head-of any new unit he enters. A female, ho^ehold head 

may remiijx^head or mfiay remarry. These possibilities for change suggest 

dividing the target population into the foTlqwing classification: ^ 

' • * . ' Classification of the 1967 Target Population 
for. Tabulating Movements -Out of Poverty 

(a) "Male household heads. ' 

(b) Males who are not household heads, including male children, 

res i dent »uncles^ar<@ so on. ^ * 

(c) Wives. 1 

4 (d) Female household heads with children under 18. - 

% (e) Female household heads without children under 18. 

. % (f) Females who are neither wives nor household heads, including 
* ' female children, Vesident'grandmothers,, and^o on. 

Groups' (b) and (f) will be further subdivided by their age and by the 

• (sex of thtir household head. ; ' /•/ , 

I .*, ' , 'I \ 

Figures l-8 "Use this classification to* tabulate 1968 movements'^across the 



•poverty line fqr the 1967 
in Table. 17 at the end of 



target popul^fcion. { The '^abjjlatjfons are summarized 
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the. figures. 

Thk data ia the figures make three points. Within a given year, changes 
in household head account for a relatively small proportion of movements across . 
the poverty line! The, summary data in Table 17 , show thajt between 1967 and 1968, 
4.99 million pejbple'in the 1967 target; population left Ooverty." Bu.t of these, 
only . 36 jnil Hon, or 7%, experienced a! change in household head. This proportion 
extends to, almost every subgroup including female household heads with children 
where the total number leaving poverty was five times' the number leaving 
poverty through remarriage. 
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FIGURE 1 



.MOVEMENTS OUT OF POVERTY FOR MALE HEADS QF HOUSEHOLD* 
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Figures 1-8, branches involving, less than l^.of the* group 



question are omitted.. 
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FIGURE 2 
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MOVEMENTS OUT OF POVERTY FOR' MALE -NON-HEADS OF -HOUSEHOLD 
WMO I TVbl) IN A MALb-HbAUF D HOUSEHOLD IN W 
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MOVEMENTS OUjJjfr POVERTY FOR MALE NON-HEADS OF HOUSEHi 
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FIGURE 4 



MtWFMFNTS OUT OF POVERTY FOB WIVES 
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FIGURE 5 
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MOVEMENTS O UT OF POVERTY FOR FEMALE >iEADS OF 'HOUSEHOLD 
" WITH CHILDREN UNDER 18 • 
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FIGURE 6 
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* movements out of poverty for female heads of household 

WITHOUT CHILDREN UNflER- W . \^ — 
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FI^GURE 8 . 



MOVEMENTS' OUT -OF PO VERTY FOR FEMALES WHO ARfi NEITIU'R .Wife N OR FEMALE HEADS 
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Male Household Heads 1.91m 

'Ma le Non Heads 
Age 0-16 . . 

In Male-Heade<* 

Households 2. 08m 

I'n Female-Hea/ded 
Households 

Age^l 7-2-5 ' t 
. - In Male-Headed 
Households 



A SUMMARY OF j967£|8 MOVEMENTS OU T OF POVERTY fFOR THF 1967 TARGET POPULATION 
'Not Pobr in 1968 Not-Poor in 1968 Po^r in 1968 19 *! 

jax » 

I7n 



i 

o 



Rate of 
Crossing the 
Poverty 'Line 



2.04 



* In Female-Headefl 
Households \ 

Age Oler "25 
In Male-Headed 
Households . "* 

jlx\ Female-Headed 
Households - 



.49m 
. 33m 

.02m 

.03m 
"1.56m- 



2.64m 
.93m 



Wives' -. 
■ Fema le Heads-With 
. Chi-Tdren- -Under 18 A. 24m 

Female Heads Without!' y 
C hildren Under 18 S4Snf 

— "~ ~ ~~ "t 

Females Who Are • 
Neither Wives Nor 
Female Heads 
Age Oil 6 
In Male-Headed 
Households 



..03m. 

.07m 
.06m 



.02m 
.03m" 



.06m 



.94m 

.79m 
.29m 

.05m 
:05m 

.01m 

•.02m 
.71m 

.30m 

.13m 



.84m 
.32m 



,05m 



,04m 
.02m 



,01m 



,04m 



.97m- 

1.96m 
1.72m' 

. 33m 
.20m 

:oim 

.01m 
.84m 

.92m 

.29m 



|1.76mf 

l .55m 



49% 

f ■ 
28% 



24% 
33% 

50% 

_ 66% 
46% 



26%- - 
36% 



32% 
20% 



\ 





Total In 
-Group • 



Female -Heads (c6ntinued) 
* Age? 17*25 

In l^ale-Headed^ 
, Households 



r 



In Female-Headed 
Households 



Age Over 25 

In Male-Headed 
* Households 

In Fenrale-Headed 
Households 

TOTALS 



22m 
'47m 



.04m 

• > 

.14m 
16,35m 



TABLE T7 (continued) 



Not Poof in 1 9.68 Not Poor in 1968. Poo> in 1968 . 

With Change With No Change. . With No Change 

In Household Head, Jn Household Head In Household Head In Household~Head 

^ 7 . 



Poor in 1968 
With Change 



,02m 



,07m 



. .36m. 



, .05nr 
'.07m 

.Olnf 
,04m 
4.63m 



,01m 



•r 



Jl9m 



.15m 
.31m 

.02m 
11.15m 



. Rate of 
Crossing the 
Poverty Lirie - 



•32% 
30% ' 



25« 
29% 
31%' 
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Next, different kinds of households leave poverty at very different rates. 
.A ma\e .^household head picked at randQm from t\\e 1^67 garget. population had a 492! 
chance of not ^eirrg poor in.J968. The corresponding chance for wives was similar,. 
„ But .t(re chance for -female household heads without children was 36% and the chance 



for. female heads With" children was 26%, These figures reemphasize the difficulty 

of zfeftale* household heads earning income in excess of the poverty line. 

Finally, srtiall families are more 11kely\,to leave poverty than large ones^ 

f ' ■ 

The reader can see this by comparing the chances of leaving poverty for househoTd 

heads* and for their children. A male* household head had a 49% chance of leaving 

poyerty Tn 1968, But children under 16 in male-headed households haid only a 30% 

i ' 

chance of leaving poverty. S\hi\&r results*hold for children in female-headgd - 
households. Both results 'suggest that households who left poverty had smaller / 

1 * i > 

than average numbers of children. Jhe resUljt is not surprising^ More children ' 



V imply" a ^larger official poverty standard an^d a larger income if* the family is to C~ 



live a^t la: level above poverty. 



In, an earlier paper, I speculated that many -movements out of poverty might arise 



from .changes in household head and, correspondingly, discontinuous changes in 

• o ' . . f / 

family income, I argued that if the.se discontinuous changes were frequent, 

'/ ■ ' I \ ! ' ' *! 

economists' emphasis, on marginal tax rates of income maint&nance prografns might ? 

3 " " 

be .misplaced. Rather than make marginal' adjustments tq tax rates, people might 

jtjrup over the range of the tax rate entirely when they reformed th^r households . 
The data in fable T7 suggest that th\s argument was incorrect and changes in house- 
hold ^head influence only a small ''proportion of people who annually cross poverty 1 



See my /'Discontinuous, Behavior and Income Maintenance," paper presented at the 
Western Economid Association Meetings, Las Vegas, Nevada; dune Jl , 1974, 

3 A different argument for downplaying tax rates arises from the findings of the 
New-Jersey negative income ta,x experiment which ftiand ho statistical' association 
• between the magnitude of ..'the tax reite .and .individual labor supply decision's. See 
Albert Rees and Harold W.' Watts, -"An Overview. of the Labor Supply Results," in 
Joseph A. Pechman and P. Michael Timpane (eds.), Work Incentive ana Income G,uaran- ' ' 
„_© ThP Npw .terspy N egative Income Tax -Experiment . Washington, DiC, The Brookings 

tiyC J^ a s\itut1on, 1975 fc pp. 60r87v T-_ ~Z ~ ; , , . •* = ■;> * 



Movements Out of Poverty - Households Who- Keep Their Heads 
S* When a father leaves his wife.and children v or when a'female household 
head remarries", we expect a sharp change in househo->d-ineome.-> But- how-do 
households cros.s the poverty line when they retain the same individual as 



head? 



The material I have presented so far contained several propositions- 

• . -- The "what-if". experiments in Table 16 . suggested ; that male headed '/ 
households wewe more likely to leave poverty than female headed 
'househoM. This proposition was cdnfirmed by the .data "in Figures 1, 
• 4/and 5. * 

„*■ . ... 

- The "what-if" experiments also suggested .thaJ: male heads would 

leave. poverty primarily through changes, in wages; rather than changes' , 
in hours. This proposition remains to be tested. 
. -- The data summarized in Table 17 indicated t))at hou$eholds>ho >C ross ' ■* * 
the poverty line have fewer children on average '.than households who 
remain in poverty. ' * % • 

There are a .number of other questions one might ask. The experiments ' *~ 

in. Table 16 involved only changes in the head's earnings. But among households 

who leave poverty^ how important are the earnings of wives? Of other household 

members? How important Are changes in income not associated with labor }uch as - 

private transfers, rental income and so on. More generally, does crossing the 

poyerty line involve a significant change 'in* income or does it involved increase 
i . - * 

of just a few dollars? - , 
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^ .To answer these questions, it is necessary to lopk at those households 

* in the 1967 target population who had the same household head in 1967 and 1968. 
Income and family size data for these households are contained in Table 18. The 
households themselves are tabulated by. the race and sex of the household head 
and subdivided into two groups: target population households who remained poor 
in 1968 ("stayers"), and target population households who left poverty in 1968 

("movers"). * / 

* ' ' / 

Since Table 18 contains only 1967 data, it is useful to a^sk whether'thre /' 

data give any clues**that point to those^fami^l ies who moved out of poverty in , 

• ; • ' ' / ' ■ 

-> the following year. The only consistent answer seems to be family size. Across 

\ " * . - / 

all rade-sex groups, families who stayed in poverty ^verage threfe children per 

household morl than families 'who left. ./ ^ , 

9 °* 9 fc In'mast other dimensions movers and stayers are similar. Their pre-welflre* 

r cash incomes/ a^re about equal. The head's earnings are equal among jnale head.ec* house- 

^. holds. Among female headed households; the. heads of stayers earned more in ]967 

.. v ^ • * ; « * 1 / ' ' 

^ than the heads of movers. Stayers had more welfare. income than'/ movers though 

, ] v / 

this is due, at least in part, to their larger numbers of children. / Movers had' * 

< . . J / . , ■ 

, 4 higher 1967 ratios of pre-welfare income to the poverty standard ,^but this top * 

is due>^to movers' smaller.family^ize. s j\* \ ° 

| One other item in Table 18 deserves mention. The data shovg a movement* out 

of poverty iriVolves a significant change in income, ev^n for* a, family who retains 

• the same head. AlVmoyers and all stayers had incomes that increased in 1968. 



But 'stayers averaged a $1,000 increase whije jnovers. averaged a $3,000 increas#. 

v Where did this $3;000 increase come from? Table 19 gives data on the • 
sources of infcome change for target population households .who left poverty in 
llS68 - thg movers of Table 18. The data fof male headea households gives strong 
support to the propositions deri.ved from the "what-if '/experiments nn Table 16. 
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1 967 SOURC'ES OF INCOME FOR THE TARGET POPULATION HOUSEHOLD?. WHO HAD THE SAME 
" INDIVIDUAL AS HEAD IN 1967-6A * . - 

\. Households Headed by Males , \ •" 



White Males 



Non-wtfite Males 



Total Money Income 
Including Welfare 

Welfare Income ^ 

41e^d's .Labor Income . 

Wife's Income From Work 

r Income of Other Members • 

Number of Children * > ? 

Ratio of Pre4/elfare' * 
* Income to Poverty Standard 



Income* 



Stivers 


* Mftv"prc 

1 IUVCI o 


otayers 


Movers 

■ :/ 


$ 3551 


$ 2706. 




$ 2636 


970 


37 

• 


905 




1981 : 


"• 1652 


2020 . . 


" 17.92 


1 68 


148 


226 


; '.4 6U 


155 


12 • 


.341 


• 51 


• 4.5 


. 1.3 

i 


5.4 

0 


'*" .\2.85 


. .57 ■ 


: • -.-69' 


' • .48 . 


" .64' 


re 

$ 987 


$ 3249* 


$ ,859 . " 


• 

$ 3666 - 



J 



B. Households Headed by 'Females 



Total Mon§y. Income . 
Including Welfare 

Wei faVe. Income ' /„• ' 

Head's Labor Irrcome ' :' 

life's Income' From Work ' 

- " -\ - \ ^ 

Income of Other Members - 

•Numbeqof ChiTdren 

per Household, / ~ • 
* ' • * " ° 

Raiio of Pre4/e % lfare 
. Income, to Poverty Standard* 

1-967-68 Change^ 
Incdrpe-^ — ' 



: ERlC r ^ '• Panel •• Study -:)of income Mianvi cs i 0 1 # \' 



•White Females 
Stayers > Movers 

i 


_^ * Non-white Females 
Stayers « Movers, 
ft . 




$ 3036 


' $-.2269 


$ 3277 • • 


" $ 2263 




782 - 


485, 


'944; * 


"f 

- 602 




.1673 • 

♦ 

-> > 


888 


^44 

/ . • • : 


' . ' 968. 

, * » — *** 




98 ' 


168' 


-329 


* 

\ » 250 . 




_ 3.4' r 


1.5 ' 


t 

v 5.0 

> 


■ ■ ,1.9. 




> .,58 . 


„ -.ft. 


.'44 ■ 


.58 




^626 ; 


$ ,2376 


4 $ 808 


• ' $ 2668 ■ 





The typical male headed -household left poverty through, a $3,400 increase in 
income. About two-thirds of this increase was due to an-increase in the head's 

* " * t> * * » * 

• v . • f 

earnings. And the heacTs earnings increased primarily through higher wages 
rather thjart longer hpurs. Between 1967 ar^d 1968, hours worked' by these male 
he^ds increased by 20%, but their, average wage increased by 65%. Other- house-:. „ ■ mt 
hold^ members al|o'had <t h^er^earnirtgs,^but ^hetr increases / were a relatively 
small part. of j the household's new Income,**' ' ✓ ' , 4 m 

The importance of Wages \n ihcome changes is surprising only if one believes 
that pfcor mVle household heads usually suffer from extreme unemployment. 'The : 
.tabulations in Section III showed that this. was not the case-: most male heads in' 
the target population worked, and they worked close to full time. In this content, 
a change in wage is the only way a head's' earnings can jncrease. , 

The results for female heads-, as expected, 1 are more diffusfe. White* female 5 

' • - i * * ' , * , 

heads wljo left poverty had wage and hours irfcrpases 4 of ^40%, but they also bene-W 

fitted substantially from increased non-labor jincome, presumably including ali- , 

mony and child support payments. Non-white female peads had wage increases of 

40% while hours increased by 70%. Again, other household members increased v 

* : i ^ . ' ! ' * \ * 

their earnings, but these changes were relatively 'small . * a 

v j * ■ * 

*IU suiifimary, male healdetl households cross the poverty lijie because the head 

" '* j s ~ 

"finds a job at a "higher wage. Female headed households cross the poverty Tin? ^ 

* A ' • * 1 I * . ' . 

because the head finds <a job at a higher wage ahd works longer hours* 

Two Simple Models of Movement's Out of 'Poverty * • 

To this point I have described the way in which individuals in the:1967 target 

population l'eft poverty in 1968. I now wish to Summarize this, description in 

J . - ' 1 : ' ~ * ' ■ ' s 

two simple econometric models. The spirit of th£ models -will be predictive:* 
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SOURCES OF INCOME CHANGE FOR TARGET; POPULATION HOUSEHOLDS WHO LEFT POVER TY 
IN " 1 968 AND WHO HAD THE. ''SAME INDIVIDUAL AS HEAD IN 1.967 AND 1968 . 



Characteristics of* Household Head 



Increase ih Pre-Welfare 
Iyome ' 



v . % . Increase in- Head r s 
V.\ ' Earnings 

increase irTWife's rricome * 

.• . Head's Annual Hours of Work 
1967 

- .. 1968 , • 

Head's Average Wage for . , 
. Those Who Worked 

\ , ■ » ' • -1968 ■ ' 



White ,|lon-white White Non-white 
Males . Kales Females Females 



'$•3341 . $ 3666 



2005, 
484 



1603 
1963 



$ 1.30 
■2.05 



2773 
835 



1855 
2200 



$ 1.21 
2.07 



' C 

$ 2376- 



,954 
378 



- 938 
1305 



$ 1.04 
1.50 



$ 2668- 



1731 
551 



* 1031 
1737 



$ 1.18 
1.66 



SoiAce: Panel Study of Income dynamics 
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piven an individual's dharacteri sties in 1967, what is. the. probability that^he 
or she will be in a non-poor household in.1968'/ 4 I will begin 'to develdp the 

model by summarizing the' material just presented. 

- • v 

Within a single W, few people cross .the'poverty line through a change 
in household head. Most/ cross the poverty Une\ remaining' iq families who" 
keep the same head and who experience a .change in income. 
# »A household that does cross the povertyMine is likely .to be headed by a 
, male 'arid is likely \to have few children (compared to other poor families). Its 
increased income-.w^ll result primarily from, higher earnings by the head who ' 
will have .some increase in his ihours worked and a substantial increase in his ' * 
wage rate. Other household members will "have higher earnings too, but their ' 
increases will be smaller than £he heaV's. ;, » 

^ »• A female-headed "household may cross* the poverty line, but its chances of 
'.doing so will be about half as large as a 'household. headed by a male. Here, 
v. too, households that cross the poverty line will have relatively few children. 
The head's labor income will increase but the increase may. result from 'longer 
hours worked rather ; than higher 'wages. ' And the. increase may r be accompanied by . 
- -.unearned income from. private transfers, and other sources. The income of other 
earners will increase but the size of their increase will- be less than that of 
the head. b . . • • ': 

-How can I translate this .description into a model?" A model for maleSJeaded 
/ households -must be able to capture the, changes in wages observed in Table 19. - 
In fact, these wage changes^were anticipated by the data in Table 14 y. 



Again, poverty refers. to pre-welfare income below the poverty line. 



5 <♦ 



* . "99- 

- 1 * 

, • • • - < - t 

that showed male heads in the*' target population were receiving much lower wages 

;»*•'* \* ' ■ ' . ■ 5 " 

than one would estimate based on their personal characteristics. This sug- 

gests male heads who left, poverty were responding to something like a permanent 

income model. They were below the poverty line in 0967 because they received 

unusually low (for "them) wages, worked unusually low hours, or both. In add'i- * 

,tion, t other members of their households might have earned less than. normal 

\* amounts. Conversely, the household's movement across the poverty line irj 1968 

represented a return toward permanent* income. 0 . 

A household's *tri|e permanent income cannot be observed in the* short run. 

* But it is possible to approximate? permapent income as a weighted average of 

the household's cyrVent income and it's estimated^ income, the average income 

*» » 

. received by all households with similar characteristics.. I bave outlined such a 

• model" in Equation 2 below. 

A Model to Predict Movements Across the Poverty Line for Male>Hea^ed Households 
. Equation (2) Z g8 = f ( (Y/P) g7 , »XEY/P) 68 ,- Unemp g8 ,. UnreUted g7 J 



where: Z g g 



= 1 if' the household is above poverty in 1968 (where 

'poverty is defined excluding welfare payments from • 
income). •• 

= 0 if the* household is poor in 1968. > 

(Y/P)cH is the patio of the household's 1967 incdme (excluding 
' s? . . welfare, payments) to its 1967' pov/erty standard. 



(EY/P) C ; ts the. ratio the household'^ 968 estimated income 
68 to a poverty standard which has been projected to .1968 
by allowing for changes in the cost of living .'while 
assuming no changes in household composition. ] 

Unemp, 0 is the -unemployment rate in the' household's county in 1968, 

'68 . ' 

Unrelated c7 (= 1 if ,the household consisted of an. unrelated individual 
67 ( in 1967*. ' ' . ' ' 

( • • • 

[=0 if the household consisted of more than one individual in< 
1967. ' 

~ -\- • • " r 

5 To be correct, this statement has 'to take account of unobserved characteristics , 
9 in the estimated Wage. (See Appendix &0 • \ . 



r 



■ Equation, (2 )' contains two. matrTVariable's. One is the household's actual ' . ♦ 
1967 income. The other is* its estimated income for 1968. Construction of th'e 
estimated 'income 'variable r is' sketched in Table 20 and» detailed in'Appendix D. 
Briefly, it represents ati extension of the idea of an individual's wage, for both 

the husband and wife, I ose' cross section wage and labor supply fuctions to compute 

- * . ' -.&'«•'• 

the households expected labor income, based on their 1967 characteristics'. 

* . I . - ' 
Divid.ing boUi actual r and estimated income by the househoTdis poverty standard 

corrects for household size. ... 

- The model contains "two- other variables.. One is the county unemployment 

rate for 1968. The aggregate tabulations in Section II indicated flows across 

the poverty line were.-inf Tuenced by the "national Unemployment rate. Putting 

the county unemployment rate in a modeVof individual movements across the poverty 

line tests this idea at the micro level. The f>nal variable distinguishes un- 

related individuals from, mill ti -person households-. • . 

Note that' with the exception of the unemployment' rate, the model wor-ks 

• • - , ■%. 

from an ex ante perspective, predicting a person's 1968 poverty status from 
characteristics collected irf 1967 questions. • : ■ 

Equation (2*) is desiqned to oredict the income movements of male ho'usp'i&ld 
heads. , If all other household members remained with the head, .the same* eauatiori * 
would apply to them -as well. There is the oossibility that A head will senarate from 

his wife in which case the childrerf wilTnrohablv remain with the mother. 'The data 

* - * « * « 

iii Table 17 suggest this event is'relativfe infrequent in' anv one year, t>ut I can 

, * - * '\k % ■-• /• 

: ~ — ' -.' • % . \ <-... , , 

6 Ideally» I would like to perform a similar pricedure for" each' earner in the house- 
hold but the form of the Panel Study data makfes this impossible. A da£a record 
describing a male' household head contains substantial information about his and 
•his wife's characteristics but l'ittle information about the characteristics 
of other household members... It does, include the 1967 earnings of- these other, 
members and so I assume them to.be main constant in 1968. _ * 
7 The Panel Study did not include unemployment rates for 1967-. 



. * * _ TABLE 20 ' 

DESCRIPTION OF THE CONSTRUCTION- OP-1968 ESTIMATED " " 
• • INCOME BASED ON 1 967' CHARACTERISTICS * . ^ 



a') -Estimate wage equations for each race-sex group based on individuals 

* ■ w»\o were in the labor fgrdfe 'ip 1968. (Independent variables are 

detailed in Appendix BJ: % 

.. • • * 

p) Using .the estimated wages "constructed in (a)', estimate a set of* 

labor -supply functions for male heads and wives who were in tne labor 
force in 1968." (Estimating procedures are discussed in Appendeix Q^. 

c). Take a household's reported income in 1967 and remove from it all un- 

• employment' compensation and welfare payments. Alsp remove from K 
the labor income, of the head and wife (if any). Project the remainder 
forwardxto 1968 by multiplying by the rate, of increase in the consumer 
pried index. . 



d) . j Use the wage equations in (a) and the'labor supply^eqiiatiqns in (b) to 
• . estimate a labor income for the head and wife based'^n their 1967 

• characteristics.* 

• • • * ' 

« « * * 1 fc * 

* t 

e) 1968 Expected Income is defined as the sum of the terms calculated in 
' . {c> and (d). . - * • .. . * N - 

' . * y . 

r> \ ; > i 

f) ' The 1968 estimated poverty standard is the hpusehold's 1967 poverty 

standard brought forward by multiplying- by the rate of increase in- the 
consumer pr.ice index^ without assuming any change in the household's 

• composition.** *<.«...' 



*In making these calculations, I assume $hat individuals age one year.' 
But I don'-t ' l l-ook ahead", to. see whether they completed' one more year of' 
4 education, -changed their place of 'residence, became disabled, or had 

some other characteristic change in 1968. ' * * 

<..'•... *• ■ 

**Tbe reader may ask why it is necessary to project all this forward" to 
1968 rather- than calculate everything i,n 1967 .estimates. There are twq., 
reasons. '.First, wage rates may have, risen faster or slower than the cost 
of living -between 1967 and 1968. Second, ^estimated hours worked for an 
Individual -of .given characteristics may be* differeW'in 1967 and 1968. 
Both of these, differences suggest' that using 1968 cross section estimates 
j 'will produce a ..different result than simply scaling up 1967 estimates by 
[ q , the. consumer pric^e ind^x. - - - . 

Jtit ■ ; . • ; - f ' . J . . • ■ 
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tost for. Jt^|>resence. by ^estimating Equation (2) separately fQrMiusbands t 

^ajid wives. V The independent variables in each estimation* will be the, same— the 

households actual •1967jncomp and estimated- 1968 incomt^ -^but the estimates 

will differ v if abandonment iX 19*68 leads' to thet wife and children being poor while 

the husband «is out of poverty. * . 

Female-headed households- without chifdren^under 18-r- that is, households ; 

not eligible for AFDC-- should behave like male headed households atfd so I can , 

use a similar model >fcp e^cplfiin their income movements. To the extent that* some 

heads remarry, the overalj probability of being non-poor in 1968 wi]l b£ higher. 

Presumably the estimate will reflect remarn«ag£ through a larger constant term. 

Female-headed families with childre^ose a problem because it 'is hard', to,.. 

° * 

estimate their labor supply. These heads are eligible for AFDC and so many do not, 
work at all. Many others work full time. But relatively few work" betwelnt^O 
**§rand 1500 hours. It is possible to estimate* a labor supply function buj the 

r. 

fuction will have* huge standard errQrs:it will imply that a typical female head 
works 1000 hours when fact half of the heads work 2000 hours wfyile half don't 



9 



leMiead': 



4 work at all. At issue, -then is not a female head's estimated hours ,« but 
rather the probability that^she'accepts welfare (and hence works ^relatively 
little during thfe,year). After some- experimentation, ^1 have settled on the 
model in Equation (3) below: . i * 



« ' * r 



8 '• 

The data sets are not identical because some male household heads are unmarried. 

g - ' . \ - i ' ' < <& 

T explore. estimating such a supply >function in 'Section VII. * „ 
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A Model tQ Predict Movements Across the Poverty Line For Female Headed 



Households With Chil dren 

( Y ^67' 



Equation (3) 



Z 68 C = 



7" 

WAGE 
WELFARE' 



UNEMPgg, Race), 



Where Z g7 ( = > If -the household is above 'poverty in 1968 (where 
. | ' "poverty is defined as excluding welfare payments 



( 



from income). 



( Y/P) 



67 



(WAGE ) 
(WELFARE) 



Unemp 



68 



Race 



.( = 0 If the household is p oor in* 1968 , ' •• • 

is the ratio of the household's 1267 income. (exclud- 
ing welfare payments) to its 1967 poverty standard 

* 

is the ratio of estimated income from full-time 
work^to. estimated income from **AFDG without -work. 
Income from work is construced by multiplying the 
woman's 1968 estimated wage by 2000 hours. Income 
from welfare is calculated by multiplying the 1968 
average AFDC payment per person in her state by 
the number of people in "the woman's household, 

is the unemployment rate in the household's courvty 
in 1968 - T 

Jf the Ionian 'is non-white ' * 

woman' is white • * • * .% 




The variable (WAGE/WELFARE) is an estimate of what the jtfmarr might make 

- . » r * ■ 

from full time work divided by what "the woman mighty receive from welfare 
without work. . For a mother and three childre/i, this number. can be as low as" 
..8 in a state like New York, and as high as 6 in a state" like Mississippi. 
The variable decreases with family size and increases with a woman's estimated 
wage. Note that the variable is hypothetical'. The woman',s.wage is an •e'stimateci " 
wage, not a wage "I observeswnd so i.t can be* calculated for all women includina 
those who do npt^work. Similarly,, the woman r s estimated welfare payment is ' V 
based on average figures for her state in 1968 10 and; in calculating it I do nQt" 
; assume ihe woman actually receives welfare. a *• 
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I assume that as this,, variable increases, ^e woman will fin^work , 

♦ • ' '* t, 

relatively more attractive and so will have a greater probability of working 

full time ami earning income above the poverty line. Here ^oo, the possibility • 
of remarriage is implicitly incorporated into the model . ^ &gfc l 

These models cover most cases of income change. One case nqt^covered' is ^ 
the older child who leaves his or her parent's home to form a new home. ' 
Modelling this case would require a large amount of ..additional computation whi t le 
the data in Table 17 suggest the annual number of childr^njaking this move is 
quite small. For simplicity, I have, decided to treat these older children 
like other children and assume that they remain With their hous^s^olds (or' 
their mothers, if their parents .separate). 



4 • n ' • 

Table 21 contains estimates of six models. Each /node 1 is -estimated on 
the set of 1967 households with expected incomes below* 300% of the -povert/ 
standard. 12 ' The Panel Study contains large lumbers of male headed households' 
with this range' and so 1, estimate Equation. (2) separately for white and norr- 

/ * 5 

white male household heards and wives*. 'The sample- contains fewer observations on 
feniaie. heads and so for' these, estimates I pool observations on both races and 
add a separate- variable for race. . • 



^Specifically, T use 1968 average payments for .the state in which the household 
resided in 1967 to preserve an 'ex ante perspective. ' 

" 11 Because 'the models a»ll involve (0-1) dependent variables, they were estimated 
conditional log'it. To understand this formulation, let X represent a vector 
of independent variables/for example the set *pf independent variables contained 
in Equation 2. Let B represent'a vector .of estimated coefficients for %\\ese 
variables. Then',^, ^the ex ante probability of not being poor in ,1968/,-can 
be. written : A R i y * ' 

" r ' -Pro ' s ^ ^ A - * 

. » | +■ g — — ** 

*' 12 This set includes many^ousehofds who were not poor in 1967.' Inclusion of 

• both poor and non-poor households in the estimation is necessary to avoid 

♦ truncation 'bias in the estimates. 4 



Before discussing the results, it ft useful to review how the models 
might be wrong, A household's estimated income and its actual income may be 

highly correlated. If this .were the case, I would expect the coefficients of' 
both variables to havener* .high standard errors. Alternatively, a household's 
actual 1967 income might be by itself an excellent predictor of its 1968" income. 
In this case-, the estimated income variable*. .(and the WAGE/WELFARE variable for 
female heads) would not. add information to the" equation! Actual income wouid 
be highly significant while estimated income would °be insignificant. ' 

- ^ The estimatesjn Table 21 indicate these problems do not arise in most 
cases. Actual 1967 income is significant for all groups. Estimated 1968. income 
is significant -for all- male heads and white wives at the 5% level, and for nonwhite 
wives at the 10% .level. The (WAGE/WELFARE) variable is significant for female 
heads with children at the 5% level. The major failure in estimation JLs. female 
headed'-househblds without children. Here, only 1967^ctual income i Significant. 1 

The estimates-can be best understood by considering- some specific examples> 
Table 22 'contains sample calculations for 1^, the &x ante probability that a 
household would leave poverty in 1968 based on its 1967 characteristics. Part A 
of the table contains_data for'4naJe beaded' households. To pit the calculations in - 
context, recall from. Table 19 thafmale headed' households {n the target popu\a^n 
had averages-welfare income of about $2,500, and the, 1967 poverty standard for 
an urban family of four was $3*350. • • 



i7~ ! : — ' ' 1 v./ - < 

The problem for this group is multl^colinearity: actual 1967 income and 1968 
estimated Income are hrghly correlated. The problem arises because the- esti- 
mated income variable for female heads 1nvolyes'est1mating labor income for 
the head. only. The earnings 'of others and non-labor sources of income like ■• 
alimony. are assumed constant from one-year to the next. These other sources 
account for a relatively large proportion of household income and so produce- 
the correlation between the two variables * 



TABLE. 21 * * • • - . ; 

Yo ajt Estimations of Pg g. the Probability offteinq in a; .Non-Poor Household 

. - in 1968 Based on 1967 Personal Characteristics 

- . (StandarcT'erroBS are in parentheses) ; , • 

Characteristics of Individual 



Intercept 



White 
Male 

-.73 
(.95)' 



1967 P re-welfare, Income 1.60 
Poverty Standard- (.35) 

1 968 Estimated Income 
' Poverty Standard 



.93 
(.43) 



White** 
Wives 

-1.70 
(.85) 

2.45 
(.39) 

~\70 
(.33) 



• Ijnejnployjnent Rate 
UnrelaJtH-.^U< f t aual 

f 
\ 

Race . 



-29.54 -26.19 

(9.36) (9.29) 

-1.43 

(.71) 



Nonwhi te 
Male 


Nonwhi te 
Wives- . 

9 


- Female 

- „.w/o— 

Kids r 


Female 
with- 
Kids - 


-2.53 
(.60)' 


-2.35- 
• -059). . 


-2.14 ' 
(1.60) 


-2.61 ~ 
(.78) ' 


2.94 

(.34) - 


3.33 " 
(,. 36) 


2.95 
C.59)- 


2.56 
(.29) 


M 

(.26) 


.42 . 
(.26) 


t.20 
(.56) 




-25.52 
(9.46) 


-25.40/ 
(10.08) 


.07" 
(.22) 


.07 
(.12) 



.43 
(.70) 



.56 " 
(.78) 



Wage 
Welfare- 

'Percent non-poor in 1968 

Percent Correctly . 
Predicted 

. Sample Size 

likelihood Ratio Index 

? " 



90% , 87% 



91% 
442 
.66 



90% 
440 
.64 



-.78 
(.38) 

.16 
(.07) 



70% 


"67% 


" 84% 


46% 










86% 


85% 


91% 


83% 






Y 




583 ' 


570 


185 


383- 


.51 


.50 


• .64 


.40 



*Farh samDle' contains househelds whose 1968 estimated incomes are less than 
. m% of the poverlj line. Poverty refer Sj to income, excluding welfare payments, 
less than the government poverty standard. * • 



**Eauations estimates for wives and hust&s use the same estimated and actual • 
income variables. The estates. themselves may differ because husband who 
leaves his wife and children will almost certainly be non-ppot U^B while 
his wi,fe and' children may be poor. i ~,_ \ 
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SAHPLE CALCULATIONS FOR P fi8 ,. THE' ESTIMATED EX ANTE PROBABILITY THAT AN INDIVIDUAL 



A 



HPMJg 0UT 0F POVER TY IN 1.968 BASED ON THEIR 1967 CHARACTERISTICS* - 



A. Male Household Heads 

Actual Estimated 
1967 House- 1968 House- 
hold Income** hold Income 



' $2500 
$2500 
$2500 
$3350 
$3350 

B. Wives 

Actual 
-1967.House- 
h old Income 

$2500 
$2500 
$2500 
$3350 
$3350 



$2615 
$2615 
$3504 " 
$3504 
$5256 



Estimated 



- County ' 
Unemployment 
Rate 

4% 
6% 
' 5% 
5% 

, ' 5% j 



County 



1968 House- Unemployment 
hold Income 1 Rate 



$2615. 
$261 5 
$3504- 
$3504 ' 
$5256 



4% 
6% 
5% 
5% 
5% 



White. Male Non-White Male 

Household Head Household Head 

2 Children 4 Children 2 Children 4 Children 



.49' 
.35 ' ] 


v j.4 32 


.33 
.23 


.15 * 
.09 


.48 


.31 


.34 


.14 


.58 


.35 


, .50 


.19 


.69 


' .42 


.60 . 


.24 



'68 



White 
Wives 



Noh -White 
wives 



2 Children 4 Children 2 Children * 4 Children 



•41. 


, .24. 


.28 


.18 


.24 


' .16 




.10 


.39 




.30 . • 


.16 


.54 


.28 


.54 


. :22 


.62 


.36 • 


.59 


• 28 



C- Female: Household Head with Children 



Actual 



Average 



68- 



1967 
Pre-Welfare 
'incflfil 


. Estimated 
Hourly Wage 


AFDC Payment 
Per Person 
' Per Month 


White Female 
Household Head 
With Children » 


No n -White Female 
Household Head 
With Children, 


$ 200 


il .05 


$14.50 . 


.16 


-08 _ 


$ 200 • 


$1.50 


$14.50 


.19 


\ld" 


$ 200 


$2.00 


$14.50 


.22 


.11 


$1000 


. $1.50 


$14.50 


•31 


.17 


$1ooo 


$1.50 


$70.25 


.21 


.1-1 


$4000*** 


$2.00 


$14.50 ; 


86 . 


, .73 * 


$4000*** 


$2.00 


$70.25 


.76 ■ 


.58 



♦Calculations based on estimates in Table 21. 
**A11 income refers to Household .income exclusive of welfare payments 

113' . , '. • \ 
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•1;he calculations for male heads and wives indicate several conclusions: 
— Race matters. When family size, income, expected income, and the 
- unemployment rate .are all held constant, a non-white household has 
a significantly smaller chance of 'leaving poverty t^'an a white 

household. 

<i > * • • > 

V ' - . , , ( r , # ; ; 

The unemployment rate matters. When the county' unemp'loymenV rate . 
rises from 4% to 6%, a male household heads 's probability of 

leaving poverty is cut by one third. • 1 

/ * 

Family size matters. Going from two to four children in a white 

: ' ' t < 

male household decreases the probability of leaving poverty by two- ' * 
fifths, all other factors, constant. : The corresponding figure for non- ; 

whites, is three-fifths.. • v, ^/ 

* - ' ! * 

~ Estimated income matters- Holding other factors constant, an 

increase of 50% in estimated income increases the probability of 

leaving poverty by .07 to .lO.^V 
Part C of Table 22 contains simitar calculations for female Jieads wi^h ' 
children. To simplify the/table I ha^ve based al ^examples Qn households with 
three children. The welfare figure c$*.$14.J50 refers to the 1968 atfttage AFDC * 
payment per recipient per month in Mississippi. ' $70.25 is the corresponding' 
figure for New York. Note first'Eftat all the probabilities are extremely 
low. £venthe last two rows examples based on households whose 1967, incomes 
are above the poverty standard — have probabilities of less than .9 of re- 
maining out of poverty in 1968. 'the data indicate several other conclusions: 



14 , 

The data also suggest that white wives do significantly worse than their husbands 

The gaps are so large - \49 for the husband versus .41 for the wife - that I am ./ 

not sure I believe the result though I have checked the computations several tintes. 



Two explanations are possible.. One is a mistake in the data - a problem since the 
logit estimator is particularly sensitive to outlying observations. The other(is 
' that some w'ivgs were separated but s^ill counted themselVfes as living in male 
J headed households, even though they were not being supported by their husbands, 

' J*! « 

mi- . ' ' , i /, .< • 



> 
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^P-'Ra'ee - matters.- "HaltHng 'frtewuid wages constant at low levels, white 

. women have a probability of leaving poverty twice that of non-whites. 

— 'The wage matters a little. Holding 1967 income»and welfare constant, 

an increase in a woman's estimated wage from $l.biT-*o $2.00 -increases 

the probability oOer Teayjng,, poverty only slightly! 
' \ * * 

Welfare "payments' matter a little. Holding .other factors constant at 

* ' . " " '• ° * • 

typical values, an increase in per capita monthly welfare payments from 

$14.70 to $70.25 reduces- a household's chances bf leaving poverty by 

^ : ' • 

about .05 " .10. . 



The lastpoint requires elaboration. If -a 1968 wp+fare system 




had guaranteed an amount equal to tjre^p^wrgfnandard, it would have paid 



about $73.00 per person per month. f. Consider a mother with three children, s /, 



no 1967 irrcome .(an extreme case) ajptjm estimated wage oV $l-45G7haur. If thet, 
welfare system pa iq\ $14.50" per persoVper month, her probability of leaving 
poverty in 1968 would have been; .'17 if site was white and .08 if she was nor 
white. If welfare payments had increased to $73.00 per person per month, /the ' i 
probabilities would have fallen to .11 and ..05 respectively. The reduction 1s 
significant in proportional terms,* but the ^ro"babili ties are loW'to begij/i with 
and so the overall impact .is not that great. 

The estimates of P CQ in Tablte'22 refer to individuals with selected 

. . - I 

characteristics. Using a similar procedure,- 1 can calculate. the probatyilitjT 
of leaving poverty, for each member of the 1967 target ^ population. Figures 9 



and 10 showr the distributions of P g8 for the target population, disaggregated 

*' ? 15 

by the race, and sex of the 1967 household head. 



■ > > ^ > 



' "V 1S In these calculations , I assign each child the calculated for h^s or 
hex mother. v • , j * 
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, .FljGURE 9 „ 

The Distribution ofl 

-j Values, of ^ for Jridivitfaals rn 

V j Mate ^eaded jtousehollds .In 1967 
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— - Individuals' in White Households 

— - ' Individuals in Nonwhite Households 
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• # **The figures reemphasize that white and nonwhite poverty are two • 

different matters. The grand mean of the four distributions is^P = .33. 

t ♦ 68 
That- is, the models- in Table- 21 estimate that a person picked a.t random 

from the 1967 target" population had a probability of ".33 of not being poor • 
in 1968; This estimated probability compares favorably with the actual 

s estjmate that for^a white picked at 
random- from/he target population,^- -.45 while for a non-white picked at.« 
random, P g ^ = .22." * ' . 

' '■ ' 

*tthere does this difference come from? 

-- Family structure.^ Within the target population, one out of every three 

" ' ' ' ** ' 

whites 5 , but one out, of every two nonwhites-, were>in .female headed 

•families". The lower mobility of female headed households reduced the 
overall mobility of nonwhites. . / 

But after controlling for family structure, three other factors placed 
nonwhites at a disadvantage. 

-- Larger family size.^ Among male headed households in thetarget 
population whites and ndnwhifeS *starftf with equal money incomes, but 
nonwhites typically have l.arger families. This means that nonwhifes 
• , . are^deeper in poverty (i.e. fewer dollars per" person) and" require 

• a greater increase in income than whites to cross the poverty 
line. • / " - - . : . , u v 

— Lower estimated incomes./ The. data in Appendix D shows 'thaj nonWhjte 
households have* estimated incomes four-fifths as large al; whites'. 
Even if a nonwhite is suffering through a bad year in 1967 and returns 
to hist estimated income .-in 1968, the estimated~4ncome Ts*lesslikely 
_ to-bring him, above the poverty line. * .« 



V 



• . • . . . : . ~ u * • 

- Lower transition' probabilities. The calculations in Table 22 show that * 
. nonwhites have lower values of P g g even when family size, county 

unemployment, estimated 1968 income and actual 1967 income are all held ' 

constant. - • ' * \ , 

' f . >rr 



To this point I have^used the mqdels in equations (2) and (3) to discuss 

short run movements out of poverty. In the next section, I wfll us-e the mcfdels 
/• \ <* • ' ' 

' . . \ * 

in a slightly different way to discuss v th| target population's long* run behavior. 

J ' ^ : ' . 

* 

* Suararizing the Results f 
Between 1967 and 19^8, 31% of the original target population crossed the 
poverty line. I b§gan this s&tion by asking how this^npvement occurred. 

. *Some of the movement, - about . one-tenth -«occurredHthrotfgh f remarriage or 
some otheig change in household head. TheNemainder occurre^ecause an individual 
remained with a household that experience^ change /in. income. Most of these 
households were smalT\u«. two children rather than four), and were headed by 
■a male. Most of 'the income change came from the m^^iead who experienced a 



* 



modest increase in hours worked and a significant, .increase in his wagtrate. " 

The changes were not random. \ It Was possible to pick out in^adv^nce those * 
households most likely to move through a combination of variables: the household's 
size, its race, its 1967 income; 'file local unemployment rate, and the household 1 * 1 
1968 estimated income/ The estimated income variable was based pn cross-section^ 

measure^ in the' population. It suggested what a husband and wife "should" be i 

' \ . ' - ' ^ 

earning based on their age,, education, and other characteristic?. Together, 

actual 1967 income and estimated 1968 income identified those households^ who 
were below their permanent or long-run incomes, j 

9 

Female headed households with children were less likely tp leave poverty* 
But the ones most likely to move could likewise be identified in*advance through 

ERIC \ 121 
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a combination of famjly size.g&ac'e, 1967 income and an estimate of what the 



head might earn from full time worR compared to what she might receive from AFDC 
without work. A 

Using these factors, I estimated models that al Towed me to calculate the 
ex ante probabilities that persons in the 1967 target population would be but 
of pov^Ky in 1968. The estimates showed a substantial difference Between 
white and nonwhite poverty, ft-white, drawn at random from the 1967 target t 
population Had almost even odds of being non-poor in 1968. The corresponding. 
chance for nonwhites was less than one in four. ^ 

The analysis in this section concerned movements across the poverty lirig^ 
between 1967 and 1968, As such it left a ntfmber of questions unanswe^jd. How 
often .did people return to poverty? What were their long run prospects? How 
well did their children do when they formed new households? I. address these . 
questions in the, next section. > 



to 
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V. How Do People Cross the Poverty Line - 1967-1973 • 

In the, previous section, I analyzed movements across the poverty line for 

i 

a single year. In this section I ask similar questions for the entire seven years 
covered* by the Panel -Study . Twill begin by examining the mobility of the entire 
target population during the period: how many people left poverty, how many 
\ returned and so on. I will then focus on individuals who 'began the Panel Study 
as older children in target population. Over seven years, a number of these 
children left their parents' homes to form new households. Following their" - 
mobility allows me to .make some inference on the extent to which the. children of 
the poor parents are poor themselves. 

•Finally, I will re-examine an idea raised in the last section: What appears 
in the data as mobility out of poverty is better..thought of as an individual's 
returning, to his lgng run,, or permanent income. 1 With this idea, I reinterpret- 
the models of Equations #)--fi^(3) as permanent income models,' and I use them 
-^tj'make some estimates on the long run prospects of the target population. These 
estimates allow me to speculate on a principal topic of this paper, the size of 

• the American underclass. * ^ * 

* * ■ 

' The Target Population - 1967-1973 

as* • . 

In JL?J§» °f the original target population was out of poverty.^. By_\ - 
;1973, 58% of the target population was out of poverty; 2 It is tempting to 
• ; interpret these statistics as strict upward mobil ity — more and more people 
leaving poverty and nobody ever returning. In fact- this was not the case. 
Over the seven /yearsT 75% of the target population crossed the*poverty line 



1 ' s • 

For a discussion of permanent income, see Milton 'Friedman, A Theory of the 

f - Consumption Function , Princeton, Princeton University Press, 1957. 
See.TaWe 6 in 'Section 1. 

O ... • l^O ; 
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at least ones* but 37% crossed more than once that is, they left/kut returned 

at least once. The>^erage cdn&1tion of the group was improving but the condition 

of the particular individuals was more difficult to describe.* 

Who did the moving? Data* on thls'question 1s presented in Table 23, The 

data contains the 1973 -income distribution? for lmemberf*of the'orfginal target 

3 

population disaggregated by their initial household positions. The table also 
contains the proportion of each group who never left poverty during the seven 
years of the data. ,■ 
> The table offers several dimensions of success. One 1s the proportion of 
a group who wen* out of poverty in 1973, Another 1s the proportion who -were out 
of poverty at least once during the seven years, ly either of these measures th£ 
data extend to seven year^ the characteristics of' movement noted in the last 
section. Male -headed households do better than female-headed households. Small 
households do better than large one^.^ Non-whites continued to do worsefthan 



whites, but the gap was-tbnsfpt rather ttian proportitmar. In 1$68^ 4U of whites 



and 2U of non-whites had left poverty from the originaV target population. By 
1973, 69* of whites and 4955 of non-whites were out of poverty. In p|rt .this 
catch-up 1s a function of arithmatic: the comparison of rising real incomes to 
a fixed poyerty^standard. 5 ]But 1n part, nonwhites did better over the perjad than, 
I would have predicted from tne 1967-68 alone, i 

Qjje other point in t'he. datp stands out^' children over 14 typically did * 
better than the target population as a whole. In many cases, their performance ! . 
was associated with their leaving their parents' households to form households ,of 
their own. . ' 



.Again, income is defined as total money income minus welfare payments. 

Hhis can, be seen by cbmparing the income distribution of parents — e.g. white 
wives ~ to. the income distribution of children ~ e.g. white male children under 
14 in male-headed households. In all cases? the parents do better suggesting that 
* snjall families were the ones crossing the -poverty line. 

5 The poverty standard is fixed in real terms, but is, of course, corrected for 
inflation. ^ * \ ^ > • V. # ^ 
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TABLE 23 



" THE~l?7?"IfrC0ME DISTRIBUTION OF INDIVIDUALS IN THE 1967 TARGET POPULATION 

For these tables, individuals have been disaggregated by their race,, 
age, and sex of the household head all 'Is of 1967. 

Pre-Welfare Household Income in 1973 



Define i = 



Household Poverty Standard in 1973 



A. Male Household Heads 



Qg*.5 .5SZS1.Q 1.0SZS1.5 1.5<Z Totals- 



Proportion 
of the group 

who never 
left poverty 
1967-73 



White Male Heads 5% 
Non-White Male Heads 17% 
Entire Target Population 18% 

B. Wives and. Female Household Heads 



White Wives 2% 
Non-White Wives 17% 
Entire Female Heads , 10% 
Norr-Wh1te Female Heads 39% 
Entire Target Population 18% 

C. Children Under 14" 



13% 


17% 


64% . 


100% 


.-5% 


26% 


. 28% 


29% 


100% 


20% 


24% 


' 22% 


36% 


100% . 


25% 



26% 


22% 


50% 


-> ipo% ' 


i 2% 


26% 


28% 1 


29% 


100% .. 


23%' . 


16% 


52%' 


'ioo% ; 


9% 


21% 


.* 19% 


' 20% 


r 100% - 


39% 


24% 


22% 


36% 


, 100% 


. 25% 



Males 

White, Male-Headed* 
Household 

Non-Whitej Male-Headed 
Household 

White, Female-Headed 
Household 



4% 
19% 

21% 



J 



Non-White, Female-Headed 
Household ♦ 48% 



38% 

t 

32% 

30% 
24% 



/ 
40% 
25% 

^8% 

19% 



19% 
24% 

22% 
9% 



100% : 
100% k 

100% . 
100% r 



20% 

f 

29% 

44% 
55% 



Table 23 - C. Children Under 14 cont'd. 



0<&.5 ■ .5*2*1.0 1.0*2*1.5 



\ 

1.5<2 



Proportion 
of the" group 
who! never 
. .left .po vert. 
Totals V967r73- 



Females 



White, Male-Headed 
Household 




,* • 39% 


20% 


40%. 


• 100% 


J: 13%r: 


Non-White, Male-Headed 
Household. 


20% 


29% 


32% ; 


19% 


100% . 


31% 


White, Female-Headed 
Household 


21% 


21% 


18% 


40% 


100% - 


~ : 24% 


Non-White Female-Headend 
Household / 


50% 


18% 


. 19% . 


13% - 


100% -- 


55%: 


Entifd Target PopuTation 18% 


24% 


22% 


36% 


100% 

• t — 


25% 


♦ 

D- Children Over 14 




0 










Males 














White/Male-Heacfed 
Household 




10% 


37%. 


53% 


100%V 


L 5% 


Non-White, Male-Headed 
Household 


8% 


14%, 


20% 


58% 


- 100% 


- 13% ' 


White, Female-Headed v * 
Household* f 


4i 


33%^ 


19% 


44%" 


100%"". ' 




Non-White, Female^Headed 
Household 

Females 


21% 


16% 


' 16% 


- 4?— 






White, Male-Headed 
Household 


— r 


^ 11? 


• 

5% 


84% 


100% 


2% 



„ "Non-White, Male-Headed 

- Household , Jt2% 

ite, Female-Headed 
Household ,6% 

NonrWhite, Female-Headed - 
Household ' ' 23%' 

.Entire Tafget Population 18% 



17% 



17% 



53% 



100% 



18% 



17% 


6% 


- 71% 


100% 


4% 


16% 


•10% 


u 50% 


100% 'P 


19% 


24% - 


22% 


36% 


1.00% 


25% 



What Happens to the Children? 

In Appendix A, I argue that a true culture of poverty implies a set 4 of * 
values transmitted from s ope generation to the next. The Panel Study data allows 
*a partial test for such a culture: Do the children of the target population form 
poor households on their own? Tjie test 1s limited^by the Panel Study's seven year 
dDratloru A young woman mafr be married and out of poverty 1n 1973 but there is 
no assurance shejwill stay married forever. A young man may be the father of two 
in 1973 but he mayj)e the father of six by 1980. Nonetheless, the data permit 
some crude inferences. 

In Figures 11 and 12, I show the 1973 status of individuals /Who began the 
Panel Study as children in target population households and who Subsequently 
left to form >iousehplds of their own. Here again, I caution tife reader that the 
number of actual observations are limited.* 5 With this caution in mind, the datj 



indicate that white young men, non-white young men and white young women from 
poverty home^do well, while non-white young women do badly. 

Three pieces of data help place the figures in perspective'. In 197J3, the 

r , 

poverty standard for an urban family of four had risen to, $4,460; the median 
.income for all white families was $12,600; and the -median income for all non-white, 
families was $7,700 , 

Among white young men who formed their own households, over 90% were out of 
poverty with an average income of $9,140. S1m1l#Hy, 80% of non-?wh1te young'men , 
who formed th£1r own households were out of poverty with an average fncome of $8,300. 
These income figures are large enough to insure most of the men would not return 
tQ poverty even if thgy^ad two or three children. 



6 The sample sizes ar^\\white males* =,22, non-white males = 137, white females - 11, 
non-whiW females - 14p\ ' 

> 
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FIGURE 11 \ 

> « 

, THE 1973 STATUS OF MALES WHO WERE TARGET POPULATION CHILDREN 
. -IN 1967 AND WHO .SUBSEQUENTLY FORMED THEIR OWN HOMES 



Whites , 



Poor as Children in 1967 



.31m 



Became Heads- by 1973 » F<y 

Not Poor yo * 
i 



Became Heads by 1973 



Poo r * i 



4% 



Average,, 
1973 t * 
Income 

$9,140, . 



1,521 



Non-Whites 



Poor as Children in .1967 



Source: Panel Study 



Became Heads by 1973 



Not Poor 



Became Heads by 1973 



Poor 



-80%. 



-20% 



8,314 



1,699 
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FIGURE 12 



THE 1973- STATUS OF FEMALES WHO WERE TARGET POP ULATION 
CHILDREN IN 1967 AND WHO SUBSEQUENTLY BECAME HEAdT"Q"R~¥IVES 



Whites-^ 





Became Heads by 1973 




Not Poor 


Poor as Children 1n 1967 


Became Wives by 1973 7 


.54m 


Not Poor ' 




Became Heads by 1973 1 



Average 
1973 
Income 

t 3,097 
11,810 
1,875 



Non-Whites 



Poor as Children nn 1967 
ZTZ .45m 



Became Heads by 1973 

ton** Dar>I ' 



Not Poor" 
Became Wives by 1973 



Poor 

Became Wives by 1973 



Poor 



40% 



Not Poor 

Became Heads by 1973 
e>™~ *8% 



- 3%, 



6,10Q 
10,280 
1,768 

2-,'713 v 



Source: Panel Study 



Among white ywng women* who formed. their own households, three-quarters 

were wives with ave^ge^^cpmes of $ll,800 v . The remaining quarter were female 

household heads who were in poverty or just out of poverty «with incomes so low 

that the birth of a child or 3 sjnall income change could make* them poor. 

The picture for non-White young women is less optimistic, 43% were married % 
p > , * • 

and almost all of these (40%) were out of poverty with average ^household incomes 

of $10,280., But. the remaining 57% were' female household heads with average incomes, 

below or just above the poverty line. Some of these women were single without 

children and would iwry in the future. But others were single mothers with 

children, whose long run prospects were not good. 

Note that these seven year figures are more encouraging, than the single - 

yfear tabulations in Figures 2 and 7. These differences may be real — au child 

leavijag^^s parents home ma> take some time to establish, h1m#6r herself — or 

they may be caused by random Sven£s. The total number of children forming their 

owiLJiQUselu^^ but the^number forming in a single ye^r js much smaller. 2 

Since Figuresr 2 and 7 are based on a single year's data, they may be artificially 

><* 

low due to statistical quirks. * ^ , • % * j. 

Are the children doing well? There is little doubt that children'from 

upper income households would do puch better. But the da^a suggest strongly ^ ~ 

that coming from a poverty household does not automatically consign a child to 

poverty- And this should not be surprising,. Careful definitions pf^the^culture m 

of^p6verty include a number of specific** characteristics: e'posodjc work habits/ 

matriarchial families, and so on. Yet we have seen that over half of the target # • 

population is in mafe-hea'ded families where the head-usually works long hours. The 

« . - ... 

family Ms poor because the' head work's for low^wages^and his family is large, not 

because fce exhibits deviant behavior. ■ m * 



Vhese characteristics are detailed in-Appendix A. 



• *' ' \ ' 

The case of a child in a female-headed family" is more problematic-. Is a 
woman, from a female-hp*<jed family jnore prone ta becoming a female household head .. 
herself? Does a male from a female-headed family have greater difficulty finding 
a job with adequate pay? The limited data available suggests the answer is no to . 

both questions. Children from male and female-headed poor households do equally well. 

* « ' 9 < ' 

• The Future of the Target Population • 

.What happen^ to* the'original target population after 1973? -How many leave f 

poverty? How many remain? How many stay in poverty so long they may be legitimately 

- • * 's 

called an underclass? • - * 

*If incomes were constant over time, the terms "yin poverty" and "out of poverty" 
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would have definite meanings. Jj^fact,, incomes Tluctuate, Many of the people 

who left poverty in one year retiwrrted soon after. The data in Table 8 showed that 

five million people ip the target population crossed the poverty line in 1968 put 

only half stayed out of poverty every year through J973. ^ ^ 

Since incomes fluctuate, it makes sense to change perspective and talk about 

the proportion of time a person is poor ov&r a period of years. In this perspective; 

a person who is poor in the long run is a person who spends, say, three out of J 

eveify four years below the poverty line. Correspondingly, a person who isjlfct poor 

might spend no more than one out^f every ten or 'twenty years below the poverty 

"hne, The definitions are arbitrary but they describe actual time paths of income 

* j • 

be tter than s imple, distinctions based on income for a single year. Fey purposes 
of this paper, then, I will make the following definition: 



This tentative conclusion is based on tabiTj^^ young non\/hife men. and 

47 non-whiteyoung women who had-fohned ..their own^uS^ho^^y 1971*1 The data 

indicate^that whether or not a young man's new household's poor was ^independent 
of the sex of his original household head.,. Similarly,, whethet*>ct£i not a^young woman . 
was. a wife or a female head was independent of the sex of her oricfl^Ql household head. 
This* second finding does not contradict, the idea that non-white youngfteiiien d6 
relatively badly. Rather, ft means th§ftdo badly independent of whether,. tfrey^came 

from,a male or a female-headed household'. ^7 

* * 

This section has been helped substantially by comments from Jerry Hausman. 
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Definition- of -<the4Jnderc1 ass 



" The underclass is defined" |a'sfJhj[tj)ortTpn of jthejEarpet population who 
• ^pre poor at least three years* oijt of every four. > 

Given this definition, Lcan^explore the-composition^of the underclass* iff. J 
two ways. First, I c5n identify those people Mnrthe original target population 
who' were out of poverty no more than^two years between 1967-1973. To the exVent 
that the group contains children, Ixarj make; some rouqh guesses about their long 
run incomes and thus derive some long run estimates- of the size of the group. 

, A second alternative inyojyes, retyrninjg to th^ models of the previous section. 
In developing Equations (2) and (3)\ I suggested man^ poor households were below 
their long run, or permanent, .lincomes and^^yjovei^ out of poverty^represejited 
^households returning to'tfieir penriane'nt incomes. ^Suppose' it were possible to know 
"a household's permanent income ^xactl^. Then the household's earnings in a qiven 
year could be written^ 1 -•--_•■«;■ t- 

A Household's Actual Income as a Furrction of- It/ Permanent Income v 



(4), ln(V t ) = ln(Y P r+3 t ' 



^ ^ where: In refers to the natural log function. 

Y t ^is pre^welfare income in year t. 

>\ , Y p is pre-welfare permanent income. 

r * p iy " is a randonyerror term assumed to 

° * t be serially, independent and distributed 

normally, with zero mean and constant 
* . - \ variance.- * ^ 

Equation (4) says simply 'that actual income has a^loqnormatl distribution 
around permanent income. I have 'drawn this distribution in Figure 13 where actual m 
income is "distributed around a mean of Y p . , * f ? 

If I also knew the. size of the family, I could calculate the household's 
poverty standard. I have marked off a hypothetical poverty standard. on Figure V3. 



FIGURE 13 



CURRENT INCOME. Y , ^NORMALLY DISTRIBUTED AROUND PERMANENT INCOME. Y F 



4 

i * 



In (Poverty Standard) 



f 



In (Y t ) =, , 



ro 



The shaded area in Figure 13 has two interpretations. In the short run, 
it is the probability that a household- with 'permanent income equal* to Y p wlllnnot 
be poor in a given year, In the long ro< if I assume stationarity -- i.e.,, all 
factors are constant -- the sha#d area also represents the proportion of "time 
the household will be out of poverty in the long run. * 

In Section IV, I argued that the combination of actual 1967 income. and^ - ' 

estimated. 1968 income allowed me to identify permanent income for ma.Te- headed- ' 

* r * * ' 

hous^lds. Similarly, the combination of actual 1967 income and the (WAGE/WELFARE) 

variable were a permanent income proxie for female-headed households with children. 

I't follows, again assuming all factors constant, that'll estimated from 
Equation (2) and (3). is equivalent to the shaded area in Figure 13. It/is both" 
the probability that a target population will leave poverty in 1968 and the 
proportion of time. the household will spend out of poverty' in the long run. ' 

Correspondingly, an alternative way of_estiTna.ting t the underclass is to count 
all those individuals tor whom ^ was less than'VBT' 

TheVe is a rub here: the assumption that all factors s,tayt constant" over the 

seven years. Onemployment rates fluctuated substantially over the.period. Median- 

real household incomes rose by 14%. Both of these factors affect the vaniables in' 
• , • • J * 

Equations (2) and^(3).. But the group in question — the groupkit the bottom of the 

poverty population — may wefl have been insulated from these trends. Moreover, 

if ■ -* " " 

even ^ modest improvement in their conditions would riot have been enough to raise . 

most of them out of poverty. - \ 

j ■» * % * 

t Table 24 contains two estimates of the undercTass classified' by their H 967 , 

household heads. The estimate in, Column- A is^obtained by counting every member 

* * ' * • * ■ * 

of the original target population who was out of poverty no more than two years 
between 1967 ''and 1973. The estimate in Column B is obtained By courtting every 
member of .the target population for whom the calculated value of was less 



than. .25. 



TABLE" -24' 



TWO ESTIMATES OF THE SIZE OF Tl^ UNDERCLASS IN THE SHORT RUf/ 
(Figures in parentheses refer to the number of chiTaren under 18 within each group.) 



Characteristics of 
1967 Household Head 



Members of the 
1967 target population 
$whq spent two or -less 
years out of poverty 
1^67-1973 



B.. Members of the 

1967 target population 
* who had values of 

<X 

p 68 < .25 



White Male 


• 1.59m 
.(1.1 7m) 


a ■ 


1.14m 
( .80m) 


Non-White Male 


• (1.76m) 




2.44m • 
(1.57m) 


White Female 


.94m* 


0 


. i82m 
^/43m) 


Non-Wh1te. Female 


2.80m 

_ (2:.23nr) 




3.26m 
(2.28m) 


total 

-it* 

6 


7.72m- 
* ' (5.86m) 




7.67m 
" (5.08m.) 



Mean number of years : out of poverty for 1nd1 vidua! s^in Column A ■ .7 y 
Mean value of P g8 for Individuals in Column B =.13 



years 



The two estimates are very close. Both describe a group of 7.7 million 
people^ The estimate based on P g g is too optimistic on the prospects for white, 
male-headed households and too pessimistic on the prospects^for non-white, female- 
headed households." Beyond that, the two^stlmates are in substantial agreement. 
The underclass is about 70% non-white. About half of its members live in female- 
headed households. About 70% of its members are children under 18. The estimate 
based on has an average value of P g g = .13; that is,^the estimates predict 
"these 7.7 million people should be out of poverty 13% of the, time. The direct 
tabulations in .Column A show the group was actually out of poverty .7 years or , fc 
10%' of the time.' , - 

What do the estimates mean? The original target population contained 16.35 

million people. Both estimates* suggest that within this population, there was a 

^2&up of 7.7 million people (47%) whp could expect to be out of poverty about one 

year out of every ten. Moreover, the similarity, between Column A and Column B 

i 

in Table 24 suggest individuals in this groi^-could be picked out in advance by 
a combination of their family Jsize, their estimated income, their actual income 
and other related variables. , 

The estimates in Table 24 ace for the medium run — the period before large 
numbers of children leave the home to form homes of their own. I shall return 
to longer run estimates later in this section.: ; 

Before doing so, I will examine the remainder 4 of the target population. This 
group is displayed in Table 25. ^Again I use ttoo estimates: one based on direct 
tabulation of those who were out of poverty three or more years between 1967 and 
1973; the other based on members of. the .target population for whom Pgg Was greater 
than ,25.! 

By either estimate, this grout>r-tofttains relatively fewer non-whites, fewer 
female-headed households/ and fewer children. But>the two estimates differ 



> 

I 
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TABLE 25 ~ » . 

TWO ESTIMATES OF THE 1967 TARGET POPULATION WHO ARE NOT PART OF THE UNDERCLASS 
(Ffgures 1n parentheses refer to ttie number of children under 18 within each group. ) 



Characteristics of 
1967 Household Head 



A. Members of the 

1967 Target Population 
v who spent three oir more 
years out of poverty 
• 1967-1973 - 



Members of the 

1967 Target Population 

who had values of 



White Male 
Non-White Male 
White* Female 
Non- White Female 

Total 



3.43m 


. 3.88m" 


(1.54m) 


(1.91m)' 


2.31m 


2.26m 


(1.42m) 


(1.61m) 


1.51m 


1 .63m 


(.81m) 


(.86m) 


1.38m s • 


.•92m 


(.5im) 


(.46m) 
v 


8.63m « 


. 8.69m 


{4.28m) 


(4.84m) 



Mean number of years out of poverty for individuals in Column A s 4.48 years 
Mean .value of P g8 for individuals in Column B = .50 



t 



•er|c , 
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. , sharply in their expectations for the group. For t'he people in Column B, the mean 
value of P 68 is .50 - that 'is, I estimate these people should" be out'of poverty, • 
on average, 50% of the time. In fact,. the group described in Column A were out of 
ppverty 64% of the time. The model significantly underestimates the performance 
of the group. '* 

\Jhe problem here is the assumption of"stationarity v Rising real wages, 
generally low. unemployment rates and the formation of new households all contribute 
to a person's ability toget out of poverty. This is particularly true for the 
people in Table 25, who, unlike the underclass, were^ith'in striking distance of 
the poverty line to begin with.. * 

The problem- is most serious at the-upper tail of the distribution sli^*** ' 
Suppose I define a "mistake" as a person whose 1967 poverty status was significantly 
out of line with his or her near term prospects. To make the definition operational., 
let a mistake be a member of the origina.1 target population who spent five or more 
years out of poverty between 1967 and 1'973. According to the permanent income 
model, this set should consist of people" who had vajues of P^> greater than .7 
- (i.e., J ^'7 years = 4.9 years- out Of poverty). The models in Equations (2) and 

(3) estimate this. group contains 1.3 million people. In fact the group contains < 

10 ' ' * : ' ' i 

•4.1 million^ people. Presumably, adequate cdrrections forrislngVeal indomes 

. f " - . ! • ' S 

and changes in unemployment rates could reduce some of. this discrepancy. 

To summarize, the original target population can be thought of as containing 

three pa fits. The first, about 7.7'million people, is the underclass, a group who 

i 'St', 

Was poor in 1967. and can* expect to be poor for most of the near future. The 
second, about 4.1 million people were "mistakes" in the sense thaV-they can expect, ' 
to be out of poverty for most of fhe near future. The third group, about 4.5 million 
Reople, can expect to be out Of poverty about half the time durinq the near future.' 



^See .-Table 8 in Section 2.* 
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The Underclass in the Longer Run 

■ ft r 

s I note'd above that' the estimates in Table 24 were medium run estimates — 
estimates made before large numbers of children formed their own new-homes. 
By either estimate, about 70'sTof the underclass are children, and so wfiat happens 
to these children will determine the ultimate size of the group., Table Z6 cpntains 
some crude projections based- on patterns in Figures 11 and 12. Under these 
projections, long run estimates of the underclass fall to something between 3.7 ri 
and 4.3 million people, abeut of the original target population. The 
assumptions underlying these projections are detailed at the end of Table 26. 
• A Summary of Results 
I began fthis section by examining the mobility of the target population 
between 1967 and 1973. By 1973, 58% of the original target population was above 
the poverty lin/' Individual progress was not smooth. Many members of the " 
population crossed. the poverty line more thah once. But over the period the 
.economic position of the group improved. 

Disaggregated data showed households most likely to cross the poverty line 
were small and headed by males. Non-whites were less likely to leave poverty ihart 
whites, but^e seven year difference between the, races was relatively sftaller 
than the 1967-1908. difference described in Section IV. 

\ ' ' frfc ' i ' ' ' '' 

* Children did better than their parents, Most new v households formed by\ . \ 
poor ( children — about four out of five — had incomes well above the poverty line. 

The exception was non-white young women: three-fifths of their new households were 

... * • 

below or just above the poverty line., >' uj 1 

: ■ ■ ' \ 

.^concluded the section by reinterpreting the models used in thejtast section 

\ - i 

as permanent income models. Under this interpretation, the mobility of the \ 
.# target popirtatiofPWaft the result of their returning to their permanent incomes. 
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. TABLE 26 

TWO ESTIMATES OF THE SIZE OF THE UNDERCLASS INigTHE lONG RUN* 



A. Extrapolation based B. Extrapolation based 

Characteristics of on the direct tabulation on the direct tabulation 

Household Head . in .Column" A, Table 24" in Column b, Table"24 



White Male 
Non-White Male^ 
White Female 
Non-White Female 



Total J: 



.46m 
1.05m 

.46m 
1.77m 
3.74m 



.37m 
1.27m 

.53m 
2.14m 
4.31m 



■A 



In making these cajculations, fhave used the following assumptions': 

a) The estimate in Column. A begins with the, figures in Column A if Table 2*4/" 
The "estimate in Column B begins with the figures in Column B of Table 24. - 

b) AJ1 adults in Columns, A and B of Table 24 are assumed to remain in the 
4 j^nderclass in the long run.._ „/ , ^ 

/ * * 

c) All childVen in Table 24 -are assumed to divide in the proportions listed 
in Figures 11 and T2-^ * . 

I , I ' I ' { ' ' i'i !.!'•• j ■ I i : 

d) AH 5 mate young men who are not poor ard not part, of the underclass. All 1 
male young men who. are poor (i.e., 4% of the whites and 21% pf thenon-whites) 
are part of. the ^underclass. J 

e) All young women who are both married ,and out of poverty are not part of tlie 
underclass. All young women who are either female heads or who are married . 
are poor are'part of the underclass (i.e.«, 23% of whites and' 60% of non-whites) 
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p 68 noW had meanin 9 s - 0ne » discussed in Section IV, was the ex ante probability 
that a target population^ household would be oQt of poverty^ 1968. The other was 
the proportion of time the household would be out of poverty in- the long run. 
t Using this second interpretation, I defined the underclass as tftat group for 
whom P g8 was less than .25 -- the group who could expect to be p6or at. least three 
years out of four. The respiting" group contained 7.7 mill ion people and compared 
closely with, the group who in fact had been out x>f poverty no more than two years' 
, between 1967. and 1973. . * 

^ % The permanent income model did less well in describing the' remaining 8, (^million 
people in the target population. The^n^del^ predicted tfcey would be out af poverty, . 
on average, about 50% of the time. In fapt they were djut 64% of the tiipe and. , 
4.3 million people were out or poverty' fiva or fix years*between 1967 and 1973. 



Jp summarize, the original target population of 16.35 million can be thought 
of as three groups. One, containing 7. 7-million people, will be poor for almost 
jail of the near term. The second, containing 4. ^million people, will be poor 

V \ ?/ 

i 

about one-ftalf of the time during the near term. The third, .containing 4.1 mil 1 \pn 
people, can be regarded as non-poor, people who will be out of poverty for most 
of the near ternu 

Of this 7.7 million person underclass, about 70% are children. As these 
children leave their parents 1 homes and form their own homes, the size of this 
permanently pdor group will shrink to about 4 million. < 



i 



* * * ♦ J 

VL How, Big is the American Underclass? 

i began this paper by suggesting an anti-poverty program like a negative 
income tax or food stamps co.uld serve twq functions. One was permanent support 
to people who would always need support. The other was short term support $0 
people who were going through hard but temporary times.* 

In 'the last section, I suggested the 1967 target population could be thought 

of as three groups. • One, about 7.7 million people, would require continuous long 

run support. The second, .about 4.1 million people, would, require only short term 

support «si nee they were in poverty only one or two years out of the seven years 

^studied. The final groups about % 4. 5 million people, could expect to / be out of 

poverty about 50% of the time. Oyer the longer run, as children. leave their 
» 

parent's households and form new households, the grdup requiring continuous support 
will decline from 7.7 million people to about 4 million people. - 

■My analysis was drawn-from a particular economic period. In 1974, one year 
after my data ended,, sharp increases in foojd and crude*oi} prices caused a fall in 

real incomes apd a rise in the size of the .offioia*! poverty population. Nonetheless 

* 0 * 
jthe data^su§ge§rt certain conclusions that ar^l^kely to hold at any time. . 1 * 

r * * 

First, about three-quarters of the,original target population were pot , 

' ' . * • * 

mistakes. They were poor in 196? and cduld expert to be poor fbr at least half 
of the period that followed. By 1973, 36fc of the population had incomes aboye 

* w 9 

(1.5) x the poverty line, but even many of ^theje people had some chance of returning 

1 * - ' 

to poverty in the near futurp. The exception to this statement were the children. 



1 ' • ■ • * 

See Table 6. ^ Calculations based on the estimates in- Table 21 show a male household 

head with .actual and estimated income equal to 150% of the poverty line has about 

one^chanc^ in five 'of returning to poverty next year. (These* calculations assume 

!a 5% unemployment rate.) 



,Most children who formed t^eir own households earned incomes substantially/ 
above those of their peh^ts\and above the poverty line. 

Second, it is possible for a male household head to work full time «nd yet' 
earn an income less than tfje poverty standard. The data in Table 13 showed that 
most male heads in the target population worked close to full time. The experiments 

in Table. 16 showed that even if- the men were to work these hour^ at their estimated 

2 .*./*' 
wages, two thirds of them would remain poor. > ' 

This result helps explain the large number of people who cycled in and out 

- t 

of poverty.- In many cases, the wages received by poor male heads were abnpVmally 
low. Their return to better wages lift^ their households above the poverty line. 
But it is unrealistic to expect a typidal wage increase to increase a household^ 
income very much. Correspondingly, many of those who left poverty had low enough 
incomes that a piece of bad luck would leave them poor again. 

Third, the poverty of female-headed households is more ^erious than the 
poverty of male-headed households. The- statfeiroat^sounds intuitive»/6ut> the Panel 
Study data adds to intuition by talking about poverty over the lemg run. The typical 
male household head in the target population sample was poor 46%\of the tWe between 
196? and 1973. The typical white female household head was poor 63%\Qf the time' 
and the typical non-white female head was popr 75% of the -time. 

Here, too, the rfeasons are obvious. Female heads, like male heads, have 
incomes that fluctuate from year to year. But their incomes fluctuate arouad lev* 
so low that 1t is unlikely they can leave poverty solely. from their own earninc 
This finding was also demonstrated in the experiments in Tal)le 16. 




2 

. By substituting estimated wages for actual Swages, I abstract from any negative 
.unobserved characteristics. See j)£gpdix C ' 

3 Here, as elsewhere in this paper, poverty refers to money income excluding 
payments from AFDC, AFDC-U, and general assistance. 
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Finally, non-white poverty is more serious than white poverty. Within 



*the'pover'ty population, non-whites have lower incomes than whites and they are 
less likely'to leave poverty-even whenincomes are held constant. The average 
white in the taYget population spent 3.3 years out .of poverty between 1967; and. 
1973. The corresponding figure for non-whites was 2.2 years. 

How big is'the American underclass? The answer'depe.nds upon the definition 
of the term. If the underclass refers to people who are arguably poor.by/choice - 
that is, people who Would be out of poverty if they "behaved like everybody else," 
•the. number seems small, perhaps 2 mil>ion. If the underclass refers to people who 
will be.poor throughout the near term, the* number is closer to 8 million. * 

Eight million people is only half of the target^population as 1 have Refined 
it. Correspondingly, official poverty statistics overstate the long term nature 
* df poverty perhaps by abactor of two. But the number of long term pdor'is still 
large enough to be a cause for serious concern. - 9 
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I The Impact of AFDC on the Labor Supply of Female household Head^ 7jl 

.an early stage in this research, I believed the expected income model 

of Equ ation^) wouljl hojd for all types of households including female-headed 

households with^thi14re *!^as wrong,. foHreasons I shall discuss later in 

this section. But by the time I realized I. was wrong,' I had estimated a labor 

* • 
supply equation for female-headed households. While 1 did not use the equation 

in the body of this paper, ~the equation .is of some interest in itself and so I 

will present it here. In particular, the\equation gives some insight into the 

impact of AFDC payments on the number^f hours a female head will work. r> 

Table 27 contains the distrubution of hours worked by female household ht&ds 



with children under 18. The distribution is bi-modalj. 43% of the sample works 



less- than 500 hours (and most of these do not work at all). 38% of the samp-le^ 



works over 1 ,500 hours. Only 18% works between 500*and 1 ,500, hours. 

TABLE 27 " t ■ ' 1 ' 

j • - \, ' " 

THE DISTRIBUTION OF HOURS WORKED ANNUALLY BY 
FEMALE HOUSEHOLD HEADS WITH CHILDREN UNDER 18 - 1968 , 

f : j ~~ ■ ^ 

Less than 500 ? hours 500 - 1 ,500 hours ' Over 1 ,500 hours 

' j. * * — : ; : — 1 *^ : — 

Percen^In . 
Each Class 43% 18% • '38% 

* Mean Hours Worked ' 

,-Wlihin Each Class 40 hours ' 992 hours ,2,043 hours 

Source: Panel Study on In pome Dynamics 

„ y ,5 , — _ 

* Normally, one estimates a labor supply function based on the labor-leisure 
^triade-off shown in Figure 14. The two parameters of the budget set are th^ wage 

rate and fche maximum household incomfcrecieved if the individual works full time. 
A typical equation might look like 'Equation (5) below. 

146- ' ' 
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A Standard > Estimation of Labor Supply 
(5) H>= e Q +,e r W.+ B 2 Y max *+ e j#J * " : ■ */-" v ' 

, , where: H is thf annual ho^/rs worked by the person; 

m ; W is the person's average annual wage rate.* 

v max • . *. . . . -w \ • 

Y is the person's maximum household income 
. ' assuming he or she (and other household 

: t /members/ work -full time. V 

e is a stochastic error term. 

J 0 '6 1 e 2 are estimate^ coefficients. 

Applying Equation (5) to the case .of female-headed households raise's two . 

• ■ ■ w 

\ problems. First, the shape of the budget set is not fixed. Women in this sample' 
have access tQ-AFDC. If they participate in"the program,' it wi/l raise their "» 
minimum income and^lcfar their effective wage rate (since increased earnings are 
partially offset by reduced welfare payments. If at\eJ1gibles received ^welfare, 
the problem wquld be straightforward, 'but Barbara Boland^as > 'estimated that in the - 
middle -of the 1960's, the participation rate among eligible females was only 60-70%. 1 

ft * ' t % 

Thus some families were "on, others were not, and" the shape pf^tne budget set " 

became endogenous to the rest of the model. v l | . . 

/ , 'I .1 

- A second problem concerns the large numbers of women who 1 do not work a*t all 
.' . - ' ^ t 

This is the so-called ^Fobit problem where a dependent variable has an upper bound 

— n -and, in fact, large numbers of observations are at this bound. When this occurs 

it can no longer be assumed that the error term 'in Equation (5)' is normally 

distributed and so least squares is no /longer an appropriate estimating procedure. " 

To circumvent these problems, I have estimated a "quick and dirty" labor" * * 

-.supply function based on a modification of a technique used by Barr and Hall. 2 

— ; : ; \ - % 

I \ * . * 

* See Barbara Boland, og^ cit. ' 

Nicholas A. Barr and Robert E. Hall, M Tf)e Probability .of Dependence on Public 
_ Assistance/' mimeo, dated July* 1973. , « -> 
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FIGURE 14 



DIAGRAHATIC BASIS FOR A LABOR SUPPLY CURVE 



MONEY 
INCOME 




unearned, Y 



r 



Hours of Leisure 
(Hours of Labor Measured in Reverse Direction)' 



The tangent of the. angle 0 equals the person's after-tax wage rate. 
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Consider three classes of. labor supply: less than 500 hours, 500-1,500 hours, 
and more than 1,500 hours. Then define Pg as the probability a woman with given 
characteristics works less than 500 hours; p«j as the probability she works 
500-1 ,500 hours; and P2 that she works more tharv+£500 hours. Given these 
definitions, I can calculate her expected hours according^to the following equati 
Calculation of a Female Head's Expected Hours'* of Work 

(6) . H = p Q X 39 + p 1 X 9tt + p 2 -X 2043 

where: H is the expected hpurs worked by the woman, • 

Equation (6) says that a woman's expected hours can be written as the product of 

> 

the probability she works a certain class of hours multiplied by the mean number 

& ■ 

of hours worked in the class, summed for all three classes. 

In a standard regression model, I would explain. hours worked by a set of 
independent variables.. In this model, I will follov^a similar procedure by using 
a multiple logit modej^ to estimate the probabilities, Pq, p^ f and p^. Define x.. 
to be a vector of characteristics of the i'th'female head. Then the model will" 
consist of two vectors of estimated coefficients, B^, ,and such that: 

Logit .Calculation of Probability " ^ . 

1 -i 



J 



-i — *x 



P l = i + . e tf x 1 +e *2 x 1 



Note that I estimate only two vectors of coefficients. Since every woman 



has to work in' one of the three classes, I can estimate p-, and p 9 directly and 

***** * > c 

.-,1. 



then calculate p Q by the relationship that p Q + p«j + p 2 * 
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After some experimentation, I settled on a model of the following form: 
•Estimating Model for Female Household Head's Labor^ Supply " 

(7) . ' i . 

xj*= f: (Estimated Wage, WAG£*/WELFARE , Race, Region, Child) 

where: -*i = 1 if the woman .worked the i'th class of 
, hours (i =M,2 . 

*» . 

=0 otherwise. * 

Estimated 4-' *U« i.mman 1 c ocHmataH wanoc ' . 



itimated is « tne woma n' s estimated wages.' 
Wage . V 



WAGE- 



= is the estimated ratio of income from 



WELFARE full -time work to income from welfare 

. without work, described in .Equation (3). 

o 4 * 

ff * Raje€^= 1 if the wpman ^is non-white* 

•'^ ==<^0 if she" is white, 

Region; 1 *if the .woman lives, in the Sout^. 

= 0 if she lives outside the South. 

. . Child = 1 if the woman'^ youngest child is less 
^ than six years old. 

= 0 otherwise-. , 

Note here> as in Equation (3), the estimated wage and WAGE/WELFARE variables 
' are hypothetical. The estimated wage Measures what I 'think the woman will receive 
in the labor market. "It is positive even if the woman does not work (unless she 
is critically disabled). Similarly, the (WAGE/WELFARE) variable is based on the 
f average AFDC payment per person" pelf month in the woman's state. ^ It does not assume 
/that tne woman is actually receiving welfare. • * • 



'This estimated wage variable was first discussed in Section III. It is detailed 
in Appepdix B. ' , ' v • * ) » * 



« 
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Estimates of the model are presented in Table 28. The first column refe'rs 

to- women who worK less than 500 hours and servers a reference group. When a. 

variable in. the second column has a statistically significant coefficient, it 

•means the variable* is a.good predictor of women who work^part time rather' than 

v • • . 

not working at all. Similarly,' when a variable in the third column has a* 
'. ' . * > s 

statistically significant coefficient, it means the variable is a good predictor 

of women who work'fulJUtime rather than not at-all.^ * s 

- r " > 

The estimates in Table 28 show that both the estimated wage and the (WAGE/ 

WELFARE) variable-are significapt predictqrs of work status. Race" is 'insignificant. 
Having a preschool child militates against full time work' and residing in the South 
increases the probability of work'. The impact of a Southern residence 'is significant 
even though estimated wages are corrected for region and welfare payments vary by 
individual state. This suggests that either recjp.1ent attitudes" toward welfare are 
different jn the, Souther Southern AjjDC* administrators .make ijt difficult to Ll 
receive aid. ' - /- 

2fftc"ren 



The estimating equations have one seribus- problemr Note that the coei 



ients (■ 



for. each variable are of roughly equal size in^both columns. This means that the 

. • ' ^ * ' 7 

equation does a- good job of distinguishing those who work more than 500 hours from 

" ** ~ v r - ^ <^ i '-r T ' * \. , , - v : - ^ ^ . . . 

those who don't but it does a barf job of distinguishing those^who work part time 

(e.g., 50d hours-U500^hours) from those who work full tim^. 4 This guarantees 

* that estimates of hours wdrlced will 'have large *s£andard enrors. 



a In Fibres 15 and 16*' I sketch four labor supply curves estimated by /the 
model. Figure 15 refers to -a white woman with three children who" lives .outside the" 
South and who has no children under age six. Figure lg^refers to a non-white woman 
with three children who lives in the South and' has a child under? age six. _ " 



-I 



r 



TJiat is, the roughly equal coefficients predict roughly equal! probabilities that 
a particular 'woman works part time and wor.Ks ifull time. ,' 2 " ' '• 
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TABLE °28 ' ' 

Logic Estimations of the Probability that a Female Household Head With * 
Children Works a Given Number of Hours in 1968, Based on 1968 Characteristics 
5 (standard errors in parentheses) 



\ ■ ■ 

5 

.Intercept 

. * Estiipated We^e 

WAGE ' • . 
WELFARE 

"Race * 

vVResidGS in 
°the Soutfi x 



Prl 



•^school 



Child 



Patent Choosing . 
Alternative' 

Mean Hours Worked 
Within Int^rvaTf 



Less. than - 
500 Hours K 



Hours Worked in 1968 

500 » 1 ,500 
• - Hours' 



Greater than . 
•1 ,5*00 Hour^ 



* 0 


• -3.55 


* -3.43 • - 
\ (-48) ' - 


f v. 


.88 ; 

(.22) 


, ' \98 


V 

f * -* 


''.48 •.j 
" ' .• ( - ]0) ^ ' : . 


:52 - • 

. • (-.09.) • 


t* 

> \ 

s 

i v 


' .07 . 
* . (-32) 


.36 

>. r ut) 


/" 

.1.03 . - 
•• .(-33)- 

-"'-.39/ 
- ; ; (.26) . 


- .11.45.:-' ■ 

■ (.Is) . ; 

-.81 

; '(.23) 


» *** • 

m - — ^ 


*. 18* • 


* 

• 38$ ' 



* 40 hours 
Percent Correctly Predicted « 63% * 



Number of Observations = 588 
Likelihood Ratio Index- = .26 



X 



992 hours 



2,043 hours 
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Hourly 
Estimated 
Wage Rate 



4.00 
3.75 
3.50. 
3.2-5. 

6 
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• 2.75 
2.50 
a. 25 

r 
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FIGURE 15 



• LABOR SUPPLY DEMAND FOR A FEMALE 
HOUSEHOLD HEAD WITH SELECTED CHARACTERISTICS . , 

Race = White ■ * 
Region = Outside the South 
Children und£r 18=3 

Children under 6 = 0 " r 1 . . 

xxxxxxx = supply curve givea Mississippi 's average 1968 welfare payments- 
oooooop^=^supply cijrve givfen Ney/ York 1 Average 1968 welfare payments 
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Hourly , 
Estimated 
Wage Rate 
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: Figure 16 
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IAB0R SUPPLY DEMAND FOR A FEMALE 
HOUSEHOLD HEAD WITH "SELECTED CHARACTERISTICS 



Race = Non-White * . 
Region. = Sot/th , ; * ' * 

Children upfcler 18=3 j 
-Children under. 6 = yes / 

mxxxx = supply curye given 'Mississippi 's average 1 968 welfare 'payments 
ooooooo =, suppj^urve given New York's average 1968 welfare payments 
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In each figure, I have drawn' two supply curves.' The-innef curve refers 
to the labor supply assuming the state pays an AFDC benefit of $70.25 per person- 
per month, the average benefit paid by New York State in. 1968. Jhe outer curve 
"refers to the estimation assuming .the state pays an AFDC benefit of $?4.50 per 
month, the average benefit paid by Mississippi in 1968. Actual points' for both 
curves are given at the bottom of each fiqure. • • 

Within each figure, the difference, between the two curves is quite large in 
4 an absolute sense — 300-600 hours annually, depending upon the wage. But this 
change in hours is brought abput by a 500% change in welfare payments. 

At a typical wage of $1,50, the curve in Figure 15 has an AFDC elasticity of 
.61 — ..that is, a one percent rise in AFDC payments will cause a reduction in 
hours worked of six-tenths of a percent. * At a similar wage, the curve in Figure 16 
has an AFDC elasticity of .40. Other types^of families produce estimates in the 
same ranqe. ' . . 

I should caution the reader to interpret' the supply curves ^s 'average • 
responses for groups of women ; Notice in both figures that most combinations' 
of wages and welfare,. predict between°500 and 1,508 hours of labor' supplied. Ye£ 
the data 1 . in Table 2] suggested very few women work in* this range. The problem is ' 
-analogous -to flipping a fair coin. If 1 flipped- the coin. 500 times, I. would have ~ 
a reasonable expectation of getting 250>heads. But' if I flip "a coin once, I do 
not have, an expectation of getting one-half a head'. Similarly, if I look at a 
group of women with particular characteristics., it is reasonable to expect Vrg£ 
they wilLwork on average, say,'7§0 hours. But if I look at an individual in the 
group, it, is far more likely she will work 2,000 hours or not at all. 

A true individual supply curve would" i N o,ok much flatter. It. would show that 
a woman was insensitive to changes in variables below some threshold but when that 
threshold; was reached, she changed her hours of work substantially. Correspondingly, 
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when I say an AFQC elasticity's .6, it does not mean that all women change 

their hours worked uniformly when AFDC benefits are changed. Rathpr it means that 

a few women change their hours worked dramatically while most women continue as 

before. r ~ 

i * » 

Th'is problem of flip-flop and large standard errors made estimated hours 
and estimated income unsuitable for a model lik\Equation (3) in Section HI. 
Nonetheless, the estimation did provide useful information: women with higher 

if 

estimated wagfcs work relatively longer hours; women with access to higher AFDC 
payments work relatively shorter hours. This information was incorporated into 
Equation (3) directly through the, (WAGE/wtLFARE)' variable. 

Summary • ' 

In this section, I have outlined a method for estimating an appreximate 
labor supply curve, for female household heads^who have access to AFDC payments. 
I find that' AFDC payments have a supply elasticity in the range -.4-. 6: that is, 
,a one percent increase in average AFDC payment*; will reduce a woman r s Tabor ^ 
supply by an expected value of four to six-tenths of a percent. 
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APPEND fX A VJ 
A SHORT INTELLECTUAL HISTORY 



Suppose we are in a period when the size of the, poverty population remains 
'relatively constant! Hew many of the poor in a given year remain poor one year' 
Tatelfl Two years lafer? Five years later? The questions are straightforward 
and one^upposes JJjai by, say, 1969, the answers must have been well known. The 

supposition is incorrect.' Despite thei wealth of research on. poverty, few people 

\ j. — ■ 

explored the decree to which poverty was a temporary, rather thap permanent 

ieve the question went unexplored for two, equally important reasons. 
One was the lack of good longitudinal data*on individuals. The other wa£ ^the 
supposition by^ many social scientists that they 'knew the answer already:' ? the ' 
poor were immobile. A consensus view roight^have been: !l If we can sustain ftill 
empTtiyntent^br several years," the sizY'the poverty population will *be reduced, 
but if the size" of the poverty po^ylation remains constant from one year to the 
next, the same indiv id uals wjll remain in" poverty." , . 

At one level the confusion betvyeen numbers and individual experience is 
routine. Female headed households, teenagers in gangs, unemployed individuals, 

and families on welfare are all examples ^of pools with individuals constantly 

* * ♦ 

entering and leaving. Yet only iVthe case of* unemployment has the public de- 

if 

bate ,(e.g. television news) begun to distinguish between the number of people 

v 

in the pool and the duration of individual experiences. In the case of poverty, 

this confusion has been re-enforced by an apparently appropriate intellectual 

t- 

groundwork, the -culture of poverty," to which I now turn. 
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tncome. The anthropologist's definition is also politically delicate and it 
is hard to imagine a campaign for aid to pedRle who behave in this fashion. - ' . 
^ut perhaps most important, the anthropologist's culture of poverty is sharply 

* + • • Mi .-r -w" » f 

delimited'. -As Oscar Lewis writes: ' ' • n 

" ' < ' / ) ~ 

♦ T.I bel.ieve that althougH there 1s still a g'reat'd'eal Vf'povertyTn 

the United States (estimates range f rpnri thirty to. fifty mi 11 ion, people), 

. there is relatively little of what*I would call the culture' of poverty. 

% rough guess would be that only about- 20 percent of, the population 

below the poverty li-ne (between six. and^.ten mil 1 tpn ; peop,le) jitjthe^ United \ ^ 

States- have characteristics which would" justify classifyfng their .way of 

life as that of a culture of poverty. Probably the largest sector within I 

■ this group would consist- of very low-income Negroes, Mexicans, Puerto 

Ricans, American Indians and Southern poor whites. The relatively small 

number of people in the United States with a culture of poverty is a 

positive factor because it is much more difficult to eliminate the culture 

of poverty than to eliminate poverty per se.^ / * . 

Despite* Lewis' warning, the idea of a culture of poverty received^ great 4 
deal of % attention largely beqause so much" was written about it. The passage 
"from Lewis, quoted above, appears in the preface to La Vid g. But the body J 
• of La Vida_, 669.pages long', is a detailed description of an extended family * 
who exhibit Just suc.h a culture. • ' , 
Elliot Liebow's classic work, Tally's- Corner desoMbes a similar kind 

* ■ 

of episodic Hfe among 'a group & black men- "in Washington, D.C. 5 , His writing 
is so good and his picture is so compelling that nobody (including the author) 
stops to ask how representative these men are of all- black males who^live in 
the area. * * • * 

To a certain extent'my criticism is unfair. Lewjs and Liebow do not . 
pretend to describe all of soci.ety. Their purpose is tQ describe specific 



4 \ *» # 

Oscar Lewis, op.Vit., pp* 11. In ^art Lewis was' responding to loose uses of 
the term by Harrington and others. • 9 - uses or 

5- . ' • 

LlUle t pl : oSn OW |a b/ 11y,S Corn6r ' A Study of N ^ r0 ' Streetcorner Men . Boston, 

e , ' ' ■ 
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Some people learned about poverty from statistical studies 1 but most learned 

r ' • v . * * 

about 1t from popular writings. During the 1960*5 there were a wide variety of 
such writings ranging from Michael Harrington's The Other America -through Edward 
C. Banfield's T he Unheavenly C ity to Oscar Lewis' La Vida . The books contained 
many diverse themes^but a common theme stood out: an emphasis on something 

w ' * 

called a culture of poverty or, alternatively, lower class culture. 

A : 

The term "cu^pre of poverty" has at least two meanings! One is the 
Anthropologist's usage, a harsh description of lower class life which con- 
tains patterns of serial monogamy, matriarchal families, present-time psycho- 
logical orientation, frequent resort to violence* and related characteristics. 

* ' . * • 1 -* . 

It is this usage which corresponds to the $ociologist r s definition of lower* 

class culture. Thp other usage refers simply to a cycle Of low education, 1 



J ! J! S t jt * 



leading to bad job^r leading to low education* for one's children. In this 
Second, "milder" Version, no reference is made to sexual or psychological 
characteristics. 

The anthropologist's version of the culture of poverty is clearly a 
culture — a'wholistic set of valued that one easily can imagine being trans-^ 
mitted from one generation to the next. 'Moreover, people exhibiting the de- 



scribed traits would have a great deal of difficulty earning a steady, decent 

* We* # 



1 • 

. Because poverty was a newly discovered subject in the early 1960's, even the 
best statistical studies were restricted to cross-section data. Thus Mollie 
\ Orshansky's "Counting the Poor, Another Vook at the Poverty Population" ( SociaT 
m Security Bulletin , January ,1965., pp., 3-29) gave seminal estimates of the size .and 

o . composition *of the poventy popul,atiop, but it had nothing tp say about the perma- 
nence of individual poverty. 0 

2 Sti 11 others learned about, poverty through first hand experience;, 

3 Michael Harringtojn, The Other America, New ".ork, MacMifPan, 1962. 
' Edward C.^Banfieid/The Unheaven.ly City, Boston, Little Brown," 1968. 
Oscar Lewi si La Vida * New York » RM nd 9 m House » 1 ^ 66 -" 

9 \ \\ 

'W<K 159 
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individuals through anthropological fielclwork. But other, broader social 
science studies Jiighl icjht the culture of poverty in a similar way, Banfield's 
Thg Unhe avenly Ci ty places great emphasis on the problems created for urban 
life by' lower class culture, a culture similar; to the one described byj.ewis. 
Because this. culture plays an important pa^t in Banfield's analysi^Ta casual/" 



reader may believe the group displaying the culture is, quite large. In fact, • 
Banfield is unspecific about the group's size, Daniel* P. Moynihan's "The Negro 



Family — The Case -for National Action," is a -description of 'the dangers of 
lower class,^matriarchal life coypled with a warning that this life may en- . 
velope as much as half of the? American Negro community.^ 

Whatever one thinks of, these writer^, th£y were using the idea of culture 
in acconsistent sense. The. same, cannot be said of writers who used the culture 
of poverty in^ its milder form. Consider Harrington writing in 1962: 



But the read explanation *of why the poor are where they are is ^ 
'that they imade the mistake of beincj born to the wrong parents, in 
the wrong section of the country, in the wrong industry, or in the 
wrong racial or etfinic group. Once that mistake has been made, they 
could have been paragons of will and morality, but most of them would 
never, even have had a chance to get out of the other America. 

There are two important ways of saying this: the poor are-caught 
in a vicious circle; pr, the poor live in a culture of poverty. ® 



v * Edward C. Banfield, b^\:it. In'an appendix, Banfield' presents a, sample of 
other researchers 1 estimates of the size of the lowe^class. These estimates 

fall ina range of 15-20 percent, a figure that roughly equaled the' proportion 

of the urban population who fell below 'the poverty line,. Most of these esti/, * 
mates were, of necessity, based on definitions of lower class that differed \ 
*from Banfield 1 s since Bantield' placed his greatest emphasis on present-time 
orientation, a concept that can best be measured in experimental situations. 

'Daniel Patrick Mqynihan, "The Negro Family — The Case for National Action," 
Washingtort, D.C., United States Department of Labor', unpublished mimeo dated 
^ March, 1965, pp. 29-30. 



^Harrington, op. cit., pp. 14-15. 
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In contf&t to the anthropological definition, Harrington^s definition 
of^a culture of poverty is a very loose one. Yet he meant it to hold with 

am ' /• 

precisely the same force. Once a man or .woman A^as poor, they would have a 
great deal of. difficulty, le aving poverty as. would thei r childre n, ^ 

The issue is more than academic because* Harrington's definition was ^ 
quickly adopted by government policymakers". • The following quote appears - 
from the Council of Ecsnomic Advisors' original treatment of poverty, in 1964: 

♦ 

Poverty breeds poverty. A_poor individual or family has a high 
" probability, of staying poor. Low incomes carry -with them high risks 
of illness; limitations on mobility; limited access to education, in- I 
formation, and training.' Poor parents cannot give.their childreif the . 
opportunities for better health and "education needed to improve their 
lot. - Lack of motivation, hope, and incentive is a more- subtle but .no. 
^Jess powerful barrier than lack of financial means. Jbus the cruel 
legacy of poverty" is passed from parents to children. 

How did^the Council sta'ff know this? They 'did not know it and in fact, 

could not, know it. ' The development of a poverty standard for the United States 

was onVy two'or three.years old and practically no longitudinal data existed > 

-which, could havVpermitted tabulations of poverty from one. generation to the next 

Nonetheless,- the Council's paragraph, auotdd above, soon became the norm." ~ 

There was.on the one>and a "culture of poJerty," somehow defined, which pre- J 

cludecT- ttie poor from leaving poverty without substantial outside help (including 

an economic boom). There was on the Other hand a poverty. population defined 

v by the Social Security Administration's' Poverty . Standard. And over the middle 

andjate 1960's the~"two terms became close to interchangeable. ' 

• There were, perhaps, a half-dozen exceptions to this trend: Terrertce 

Kelly's work for the President's Commission on Income Maintenance; various 

papers byiJohn McCaTl; an extremely perceptive essay by Stephen Thernstfom; , , 



pap 



- 



Council of Economic Advisors, Ec onomic Report o f the P resident, -Washington, 
D.C., Government- Printing Office, January 1964, pp. 69-70. »l 



\ 
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The end result will be political. Before the decade is over, Congress 

again will have debated welfare reforiOfood stamp regulations, extensions 

% 

of medicaid and other anti-poverty programs. Congressional decisions wilT 
depend in large part on public perceptions of poverty. If the publjc sees . 
'the poor as- being mobile, or as being immobile 0 for "acceptable reason's,' 1 - 
their response will be sympathetic . If the» public sees the-pbor'as culture 
bound in lower class r behavior, their response wMl be negative. In this 
sense,. the extent of a cuUufe of poverty matters a -great deal. 



9 
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and more recently the work of Jonathan Lane, Lester Klein, and members of the 

* • ** 

staff of the University of Michigan Survey Research Center. But almost all 
these works were quite Jte^hnical. The ideas th^\^ntained failed to reach* 
a*wide audience of pqlfcy makers, much less the general population. . By.t^e . 
end of the 1960 f s, immobility, ofjthe poor was Wll established in ^the public 
mind; and peoprle who were poor were part of the culture of poyerty. ^ 

V • • . ••' ) 

Does it really matter what the public thinks? I holieve it does. ^ 
Harrington and the Council of Economy Advisors ware ar.yuing for ai^l to the 
poor: If the poor were immobile, it. was society 1 * failing rather -t^m^the * 
failings of particular individuals. But large segments of the population * 
interpreted immobility in the opposite way. « , ' v • 

" 10 Terrence F. Kelly? "Factors Affecting Poverty':. A Gross Flows Analysis/ 1n 
•"the Report of the President's Com m ission oh I ncome Maintenance , Technical Stu- 
dies Volume, Washington, D.C., Government Printing 'Office, 1968., pp. 1-81/ 8ut 
" also-see^he'criticism of Kelly's work by Thad wVMirer, "Aspects of the Vari- 
ability of Family Income," Madison, Institute for Research on Poverty, unpub- ' 
1 i shed mimeo da t^d January, 1973, 19 pp. ^ / - 

McCall 'has written a number of papers atid a book o'h.thfs subject. (. One early 
example is John J. McCall., "An Analysis of Poverty: Some Preli miliary Findings, 
Santa Monica, gAND Corporation Research Memorandum RM-61330€Qr-ttecember 1969. 

Sitephan Thernstrom, ^Poverty in historical Perspective," Chapter.6 In DaniSJ 
4 J. Moynihan, ed. On Understanding Poverty? , New York. Basic Books, 1969. y 

'Lester KUin t M Partttioning Algorithm, for Studying the Income' Dynamics of 

the Poor," Ptfblic Data' Use ,. Vol.>.T, Nq. H-3., July 1,973, pp. 14-19. . 

__ «,___, ^ ^ 

Jonathan P. Lane and Frank Levy, "T he Demo g raphics o f Low Income Households," 
unpublished memorandum noted as T^k Force Paper K,- HEW Tasky force p Welfa/e 
Reform, July 1973, 34 pp-. ; O; *^ 

The Survey Research Center "st'af^has /"Ssued to date three' volumes of studies 
.analyzing the Panel StdoY of Income Dynami cs data. See their Five Thousand 
Ameri can Families — P attern s of Economic ■P rogress,, vols. I, II and III. Ann , 
Arbor, -Institute 'for Social Research, of the Survey Research Center, University 
of Michigan, 1974 (vols. I anil II), 1975 *(vbl. III). 



APPENDIX B ' ' • ♦ 

THE E ST/I MAT I ON OF, AN INDIVIDUAL'S WAGE 



Wage estimates for individual s^ere patterned after those, developed by 
1 K 
Hall. The actual format of the regression dan be written- ,mm 

r ■ " " ' • ♦! ' ■ 

(1) Estimating' Equation for an Individual's Average -Annual • W*g e 

. In^)-- f(X l1 ,X 2i ,... -x 7i ) + p 1i \ . ' ' " 



where: W 1 is £he individual's annual pre-tax earnings from " 
labor divided by his total hours of work. 

Tn( ) refers to the njiural log functton.. J 



,X ] ,is. a set of 7 (binomial dummies referring to age. V 

r- " ' , J A~ ^ 

X 2 is a set of 7 binomial dummies referring to educationW^ 7 

, s. / 

X^Xis a set of 4 binomial dummies referring to the reqion 
•of residence. ! * 

x 4- I s a ? f 3. binomial dummies referring to the distance ^ 
from the .individual's residence to a city-of 50,000 _j>r more. 

X 5-. 1s f* binomial dMmmy which isj if the person has any 
. work-limiting disability. . 

' ' ^ X 6 I s a binomial I dunkiiy which is" 1 if the person, belonqs 

to. aun'ion (males only). 

V 

X 7 is a bi-noroial dummy which'is 1 if the person is a 
former (males only). >' 

' ■ - ■ . - • ■ V .... 

v i is a stochastic error term associated- with the individual' 

In Table B-l, I present examples'of estimated coefficients ffof white and 
non-white male heads. In Table B-2^ I present wage estimates for Individuals. with 
selected characteristics. v ^/ ' 



^SeeRobert E. Hall, "Wages, Income'and Hours of Work in the U S " Chanter i f 
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1 Each regression is done in' a reference group ^6rma.t. The constant term 
prefers to„the Wage of a person with characteristics of the reference group. Each 
variation of a characteristic and the coefficient of that variable refers to the 
^change in wajpe caused by that variation. 

The reference group characteristics for men and women are liSTfcd below: i - 

Cfraracteri sites of the Reference Groups- for Male Household He^ds 



Characteristic 

- Age • 

Education' 

* * Residence distance to a 

city of 50,000 or more' 



Residence Region 
on Membership 
Disability 
Farmer 



Value 

25-34 years 

12 years 

less than tT 
5 miles* 

Northeast ^ 

-No • - 
No. 
No 



Women 

25-34 years'^' 

12 years 

less'than 
5 jfii 1 es 

Northeast 

NA 

No 

.NA * 



Age - 
18-19 

20-24 

25-34 



, ' TABL.!" B-l ~ . \ 

ESTIMATED COEFFICIENTS OF WAGE REGRESSIONS 

White Male Heads . 



-.538 
(.144>- 

-.343 
(.057) 



Non-wh'ite Male Heads 



-.058 
.157 

-.317- 
.157 



35-44 



45-54 



55-64 



^65-99 



Years of Education 
Education 1-3 



"Education 4-6 



Education 7-9 



Education' 10-11 

* 

Education 12 4 
Education 13-14 



.233 
(-042.) 

.273 
(.348) 

.211 . 
(.045} : 

-.130 
(.044) 



-.371 
(.134) 

-.316 
(.065) 

-.242 
(.042)' 

-.077 
(.038) 



S 

.085 . 1 
(.039) , 



.087. 
.053 

.018 
.016 

.031 
.046 

.49" 2 
.347 



.514 
.128 

.310 
.077 

.137 
.589 

.133- 
.27.1 



+-.064 
.032 



• A. 
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' t arle-B-T cont r d. 

Education 15 * 

Education 16 

Education Over 16 

Region of Residence 
* 

Northeast 
Northcentral 
South 
West 



Distance from a City 
of 50,000 or More 

'Less than 5, miles 



White Male Heads 



:i62 



t; "> (.073) 



.'267 
.(•021) 

.454 
(.045) 



-.021 
(.042) 

-.130 - 
v (.021) 

.001 
(.001) 



Non -white Male Heads 

+ .021 
.036 

.423 
.142 

.834 
' .178 



.159 
.106 

-.080 
.021 

.230 
.373 



5-15 ' 

Qg@pJ\ 5 miles 

Union Status 
Non-union 



.117 
(.032) 

.001 
(.034) 



-.W5 

.005 • 
( .003) - 



Union 



Disability Status 
Non-disabled 



.T21 , 
(.024) 



."340 • 
(.062) 



Disabled 
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-.10T . 
(.068) 



1&7 



-.030 
(.138) 



TABLE B-lr cont'd. 

Occupation 
Not a Farmer 



J 



- White Male Heads Non -white Male Heads 



Farmer v -.700 -.352 

' • (-068). (.138) 

Constant » 1.068 r .796 

(.043) (.063) 

2 > . 

?' . .40 .4231 

S.E.E*. - . ^ .440 - ,467' 

N i S ' . ' T531 • ' \ 719 
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TABLE B-2 . JF ' • ; 
ESTIMATED 1967 WAGES FOR INDIVIDUALS WIHIH SELECTED CHARACTERISTICS 



Ference Group" 
Varying Age 
, 18-19 
55-64 
Varying Education 
6th Grade Education 
JuolJege Education 
Varying Region 
South 



White 



Norr-wHite' 



White 



$3.20 

.179 
3.95 

2.34 
4,18/ 

2.81 



$2.47 

2.33 
.2.52 

1.8. 
3.77 

2.28 



$2.32 



1.97 
2.36 

1.56" 
3.07 

1.87' 



White 



Male Heads Male Heads Male Heads ■ Male Heads 



$2.22 

1.92' 
•2.78 



T.62 
3.24 

•1.60 



..... -jfc. 



1 



9 



J- 
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' APPENDIX C - . ' 

' « ' * - 

HOW PERMANENT ARE LOW WAGES? J * . 

1 * * ' j > 

V 

- la Section II, I showed that working men and women in the target population 
received wagejs systematically lower than the wages I ( estimated they should .receive. 
If actual wages were randomly distributed around their estimated values, it would 
be reasonable to expect these men and women to move toward their estimated wages m 7 , 

the fu^ufe, * - , 

There is, however, the possibility that a given individual, differs from the 
rest of the population used to estim&te the wage. For this individual, the estimated 
wage has no long run significance. A statistical test for siKfn an ijaJi vidua! is 
made by comparing the* difference between his actual and estimated wage i.e., his. 
prediction error -/ with the standard error of the regression. If the prediction 
error is *greater than, say, two standard errors, fcarf reject the hypothesis that 
,the individual belongs in the general population. In this case, , I cannot assume 
his estimated wage is the true mean of his wage distribution. If prediction, error , 
is less than two standard errors, the estimated wage serves as the long run, * 
expectation of the individual's wage.* . ~" - ~ ♦ 7^ 

The test just described assumes individual prediction errors are truly 
stochastic. In fact, errors may arise because the model has been incompletely 
specified. An individual may possess very high motivation, he mayj)e<an alcoholi^^ 
he may have a prison record, he may have a great deal of informal training. AU 
Df these factors wijl affect his wageVate but it is possible that none of them 
^appears in the Panel Study data. ' ' 

; . • - . » * ' 

The calculation of the estimated wage is described ..in Appendix B. 



170 



If these unobserved variables exist, they will be reflected in the 
indi,ic,al's prediction error. Only a portion of the error will be trt^T / j 
1 stochastic and, as a result, the'estimated standard error of the regression will 
be too large: 

When these" unobserved variables exist, the statistical test described a.bove 

wftl be too loose. It will compare prediction errors to an estimated- standard - 

** " . . . . • ' ' 

error that is too large because it includes both stochastic variations and 

nonstochastic variations in unobserved indivuiOalcharacteristics . 

I describe below a single, afproximWWrection for this situation. I begin 

by postulating a fixed effects model- where the error term associated with an 
f' " 

individual's wage can be divided into two pieces. One, w it -> is a fixed factor . 
associated with' that individual and designed Jp capture his individual characteristics 
The 'other, e n is the normal error term. This models displayed in 'Equation *(1 ), 



below, f 



And I assume that: 



where: In. refers to the natural log furk^ion 



W. t i*s the i'th individual's wage in- year t 

X.. *is the vector of observed independent 
• * variables for the i 1 th i ndi vijpfel v 

/ >v is a term that. captures the individual's 
J ' lt; constant observed' characteristic 

e. is a stochastic error term 

"at * . - A » 




*St ] = . E t (e i,t^ ■ 



o 



' : '^iv. c i ,t ♦ k>' =0 -. fc \ a11 k - • * 

, • ' 2 ' I" 

£( II-. , u. . ) =^ o for all k % 

ERjfC- " . - ^ " E ' Cc it;' e i,t + . k > = °c' for k =-° ' , 
iHsnsaaa ■-.„_' ' 0 otherwise 11 A- 



/- 



of 
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Ueffine (e n ) as the i'th individual's estimated prediction error in period t: 
tha.t is, the difference between the natural log of -his actual Wage and the natural 
log is his estimated wage. /Given the assumptions above, it can be shown that: 



(2) 

And: > 

_2 

(3) £ (e it, e it W ~-?T--T* for all k 



. EquatTon (3) refers to a situation where wage equations are estimated'for 
the same. individuals in two different years. The term p(e. + e. + ) refers to 
the simple correlation between an individual's prediction error- in.year t and year 
t_+J, The equation says that, this -correlation equals the percentage of the 
.regression's estimated variance^hat is not. stochastic. Cbrrespondingly, the 
statistical test -described at th«5 beg Inning of this section must use a standard 
error that has been corrected by the term /.1-p . ' . 

Table C-l contains correlations o*f*error predictions for various groups in the 
target and, counterpart populations. 2 The data indicates that error predictions 
are fairly. stable from year to year. This suggests||hese regressions. contain 
, systematic,, unobserved components that are constant for individuals over time 
Moreover, this component seems roughly as 'stable for Members of the target ' 
/ P°P ul |tion as for the population at large.' Within -each-group, the term, p, in \ 
Equation / 3) refers, to the- correlation for the total . population. 
- ,Table,C-2 presents'the data. ftecessary to test the hypothesis presented ..at the 
beginning of thfs section'. Specifically, the. null hypothesis, Ho 4 , states that .an : 
individual's estimated wage js the true mean of his wage distribution. This 
. hypothesis^ will be rejected if the individual's prediction error i-'s greater than 
(-l.,98x corrected standard error of the regression). ' 

~ > : : ' ' 

2 . 

Correlations were calculated for those, people who worked in 1967 and 1963 .and 1971 . 

o , • ' ' ' • 17,2 . 4 • \ •* * ' " 

eric ; : . v 



c 

TABLE C-l 

CORRELATIONS OF PREDICTION ERRORS FROM WAGE EQUATIONS 



Characteristics of 
; Person in 1967 



, White Male Heads 
Target Population, 
Counterpart Population 
Total Population 

Non-white Male Heads f 
Target Population 
Counterpart Population 
Total 'Population 



White Female Heads 
». Target Population 

Counterpart Population 
> Total Population 



Non-white Female Heads. 
Target Population' 
Counterpart Population 
Total Population ^ 



1967-68 



.21 
.55 
.57 



.45 
.42 
.46 



.80 
.64 
.68 



.23 
.77 
.72 



1967-71 



.42 
.41 



,.36 
^4 
. .64 

\ 



.55 
.52 
.58 



.34 
.67 
.70 



Number of 
Observations 



57 
1,222 

i.ys 

158 
,397 
555 



11 
124 
135 



92 
113 
205 



TABLE C-2 * * 

TEST OF HYPOTHESIS THAT THE ESTIMATED WAGE IS THE MEAN OF 
THE WAGE DISTRIBUTION FOR THE REPRESENTATIVE INDIVIDUALS HEADS* 



(1) (2f (3) 

/ 

Prediction Standard Corrected 
Error for Error of ' Standard ' 
the the' Regression Error' 

Representative 
"Individual 



(5) 



White Male Heads 



Non-white Male Heads 

White Female Heads 
-with Children 



• Non-white Female Heads 
-nir> with: Children ' .128 



.432 
.305 
.520 



.467 
.485* 
.523 
.488 



.306 
,357° 
1 .$46 
.258 



Ratio Corrected 
'of Standard ■ 
(l)/(3-) Error for. 
the Group 



1.41 
'.855 
1.75 
.495 



.041 
.t>28 
.089 
.0269. 



Column 1 of the table contains prediction errors for representative 
individuals, individuals whose characteristics equal the* group average characteristics 
of Table 14 in Section III. These errors have been converted into the ^tural > 

logarithms of the originalxregress-ion.^ - - , * * - * 

. Column 2 contains the standard error of each regression and Column 3 contains 
the standard errors corrected by the 1967-1968 total population correlation 
coefficients listed in the fable C-l. / * * 

Column 4 contains the^ ratio of the-prediction error to the corrected standard , 
error. In no case does this exceed the critical- value of 1.96. , Correspondingly, 

I cannot reject the hypothesisM;hat the estimated wage is the true mean of the wage 

* * 

distribution for these four representative individuals. 

Finally, I carrreapply the test in a stronger* fashion to each group as a whole. 

Consider the group of all white male household heads in the target population, 

• • ♦ ■ ^ f ^ " 

Is it reasonable to expect that these men, as a. group, have a distribution of wages 

whrose mean is the mean expected wage reported t in Table J4. Here, a similar test ' 

> ** ' * 

applies except that it is now a test of sample means.. Correspondingly? the corrected 
standard error in Column 4 must be divided by the square rootjOf the number of- people 
in th$ group, in^t'his case 57. for each group, the prediction error is roughly 10 
times as large as the^group standard error. Correspondingly/' I reject t^e null 
hypothesis for^ll four groups. , 

/ Thje conclusions can be interpreted through the help of an example. Consider 
a jion-white male household head whose actual 1967 wage was $1.33 and whose' estimated 
wage was ^2 .03 — an* individual whose actual and estimated wages ecfualeS the group 
auerages in.Tgble 14. The calculations in Ta^le C-l indicate the individual's * 
prediction error .305 while the corrected starMrd error of the*nonrwhi£e male 
w d< fe r egression is .357. Correspondingly, I canntfBreject the hypothesis' that . 
$2.03 is the true mean of the individual's wage distribution. - • 'V 



CQnverseTy, consider the group of all <non-white ma}e household heads 
tabulated in Table 14* Is it reasonable to believe that as a group their wages 
came from a distribution*whose tftje mean was $2.03$ Here again, the prediction 
errop^s .305 but the standard error is .357 divided by the square root of 158, . 
the number of -people in the group. ^ The resulting'ratio to Standard error is 

10.7, more than enough to reject the hypothesis. - 

* 4 ' * ■ 

In Summary, it is reasonable to.. believe that a number of individuals within 

» * * 

the target population will return to their estimated* wages, but it is unreasonable 
tp believe that aVl_ individuals in the target population will return \o their _ 



estimated wages, 




T ■ 



! 
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^ - APPENDIX D 
THE CALCULATION OF ESTIMATED INCOME 

In this appendix, I briefly discuss the calculation of estimated income. ^ 
I present examples for households with selected characteristics. ' Copies of full 
estimates used in-the calculations are available on request. 

Estimated income, .as describedJn.Table 20, is calculated using the ' 
fol losing relationships: 



Y 67 = Y 67 



V H V W 
T 67 ' Y 67 



& EY 68 = Y 67 x ^9 + EY 6 H 8 + EY W 



68 



V?e 



where: Y g7 refers to t/e household's total 1967 
pre-welfare money inconfe 

. Y fi7 refers to the husband '.s income/from labor 
0/ in 1967 

W 

Y g7 refers to the wife's income from work in 1967 

« * 

EYgQ refers to estimated 1968 household income 



EY, ft refers to the husband's estimated labor 
00 * income in 1968 

M 



EYg 8 refers to the wife's estimated labor 
income in 1968 " 



Y* refers &fres1du$ #1 96? income - household 
income not associated with. the husband's 'or 

%>st of living 



wife's ^iabor 

* 

1.049 refers to' the rise in thifc 
between 1967 and 1968 



jlated by mul 



Estimated labor income was emulated bymuUiplying-'lie 1ndWfaua4>..ejs.t1matejd 

wano hu fho AnA*%i*A..^ » *, 1QCO «#.'+4 m »4. I u i-l .-./•'* * ' 1. 



1968 wage by the individual's 1968 estimated hours or labor 



The .method of estimating wages'. was detailed in . Append ix/e/ 



/<-- 



9 
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Labor supply equations for males were estimated in a fashion identical to 
that of HaU, except that the sample consisted. of all'members* of the population 
rather than low income members. ^(pVanat(|^y variables kicluded estimated wage, 
'whole income,* the .preseri^ of pre-school children in -the famiVy, the presence* - 
af school age children in the family, whether the indiv|duaj/ was either farmer 
or self-employed and a psychological planning index to measure.,|lifferences among 

cluaTs 

required that observations' be pooled in the following groups: 

te male heads, of househol (Joinder 55 r 
Non-white'male heads of household under 55 



2 * 
indviduals. The l^prff^d number of observations for some types^of indivi 



la u ui 

#1 



Whitie and non-white malb heads of household over 55 (*ith race 
added as a variable) % ^ & 

% Labor supply estimates for wives were cdmp.licalfid by^the fact that large ; 

numbers of women report m hours working, a problem Ndiscussed in Section VII iiy 

connection with the estimation of labor supply for female household heads. "I ' 

approached the problem of estimating' labor supply curves for wives in a manner 

similar to.thp procedure I- outlined for female household heads in Section VII 

I 'divided wives into three groups: those who worked less than 500 hours, those 

who w&kked between 500 ancTTT500 hours, and those who worked more than 1 y50^ hours. 

In practice, *>!% of the group were in the first group, 16% were in # the secopd^ and<^\ 

'22% wkre in the third. The means of the classes were 42 hours, 997 hours, £nd ■ * 

1,959 hours. . • * 



ERIC 



i . • 

See Robert E. Hall, "Wages, Income aaj} Houps^tff Work in the U.S., 11 Chapter 3 • 
in Glen G. Cain and* Harold W. Watts, eds., Income Maintenance and Labor Supply,, 
Chicago, Rand McNally, 1973. ' . * > 

The Panel Study »al so includes what it cajls an index of ambition but the actual 
.questions seem more directed- at nieasucing dissatisfaction with one's current, 
circumstanced With such questions, ambition might be as strongly correlated with 
a^low number of hours as with a high One. I experimented with the ambition index 
in the estimates in Table 11 but^it proved onslqnif icant. / ' f^<. 



1T1 ■ 
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I then estimated the probability that a wife with given characteristics 
would work in each class. Explanatory variables were the woman's estimated wage, 
'her age, th^ presence of a child unde^six, her whole income, her race and her 
region of residence. % ' 

K% Table D-l. contains 1968 estimatedMncomes (EY g g) fo> households with 
various characteristics. The calculations are meant. to be suggestive. Individual 
calculations were macle~ according to the actual -characteristics of each household. 
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TABLE' D-V 



ESTIMATED 1968 INCOMES FOR COUPLES WITH SELECTED CHARACTERISTICS* 



i 



Age of 

Husband 

,and Wife 


Education 

D'F Huchanrl 
, ui nuoUdiiu 

'and Wife 


White 




4 

Non-white 


• 

19 years 


8 years 


- 

,$ 6,123 




$ 4,419 


> 


^10 years 


6,195 




: 5,033 




12 yearjs 


6,800 




5,469 


24 years* 
* 


6 10 years 


, 7,584 


• 


6,017 




12 years 


• . 7,977. , 




*6,464 " 




College*' 


^ . 13U331 


0 


10,694 


35*years 


10 years 


10,432 




, 7,020 




12 years 


11,291 




ad 

7,972' 




;i College 


. 20,002'' 

0 


f 


17,458 ' 


60 years • 


e 10 years 


7,59,0 




" 6,656 - 


i 

-3c | 


12 lyears 




» o 

„ % 


j,896 - 



f 



* ■ ' I 

Calculations are made, using the following assumptions. Couples derive all 
income from, labor; each family has onliy thejhusband and wife as potential . 
earners. The 'couple! aged 19 has at least, one O pre-school child. The. couples 
agerf, 24 and v35 have- at least one' pre-s.chool child arid one child in school. 
The fouple, aged 60 have no chi-ldren liying at home.; All- couples live. outside 
the South an/i no husband is a fanner or js ielf-employel3. - 
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COUNTY WElfFAKE: . CASELOAD GROWTH AND CHANGE 
IN ALAMEDA COUNTY, CALIFORNIA, 1967-73 



Michael Wiseman 



Nineteen seventy-fiv6 -marked the end' of a decade of extraordinary 
growth in the Aid to Families with Dependent Children (AFDC) program. In 
January of 1965 vthere were slightly over a million AFDC cases nationwide; 
4.4 million people were receiving benefits through the system. Ten years 

later the caseload tripled^ In January 1975, 11 million people were 

\ 

•beneficiaries of *the AFDC transfers. A program that cost about i'.6. bil- ■ 

w . - - » 

* * 1 * 

lion in* 1964 cost taxpayers almost 8 billion t«h years later. 

* That was the bad news. The good hews was that while the program 

had grqwn by an incredible 35 percent in 1970, the rate of growth had 

i * 

declined to 1 percent in 1973. The welf are *exp^fceiop is clearly over. 
Now that the dust has settled, it is appropriate to ask' what happened, 



and why. Once the&fe questions are answered, it will 
late about the prospects for a , recurrence. 



e possible to specu 



In this papeL I will^address^thesk ques 



tions on < 



a very small 



scale using data' developed from "a series of cross-* section samples of 



recipients in the AFDC program in Alameda County, California. Alameda 
County isn't the United States, and it doesn't account-rgeographically or 

i ' I ' - . * • j 

demographically — for a particularly large proportion of California. In- 



March 1970 families on" assistance in Alameda County acpc 



cent of the national "caseload and about 6, percent of AFDC recipients in 



urited for % per- 



1 l . I 



California.'. * But the county is urban, and- it includes a. .city, Oakland,^ 

that "enjoys 11 most* of the problems that beset alder metropolitan arjas in 

Mi 

other parts of" the country. The AFDC caseload in Alamed^ Cdunty exploded 

\ ' v > . 

at about the same time the national caseload did, and, like the national 

caseload, the rate of I caseload increase has declined substantially in subr 

sequent years. ** These fac&ors make Alameda County's experience relevant to 



interpretation of national trends in welfare caseload growth. 



:pre 



ly description of what happened to the caseload 'during this pterio'd 

8 i ' - ' ' 

is organized below in six sections. The first' outlines the rules for 
eligibility and payments determination under AFDC. The second provides , 
background information on the AFDC program^ in Alameda County J describes my 
procedure for collecting data on recipients] there, and is concluded $ith 
§ome original estimates of the total number of families receiving public 
assistance in various yeatfs covered in this survey. Section three de- 
.scribes the changing 'demographic composition of ^ the caseload and the back- 
ground : o£ welfare recipients/. In sectioh four I ;df&cuss the role of admin- 
istrative factors in d&termim 

* ■* J * 
Section' five is demoted to ca= 

* " % 1 v ; ' ,v 

welfare, and reason's for termination* . I summarize my answers to, the ques- 

5 . > ^ ■ : • ' * - • . ' ; * 

tiqn "what happened? 11 and *my ^speculation concerning "what will happen?" in 

*'*'*?„ • ■ ** 

section six. ■ ^ ' ♦ 

• ft r I * 

I: Eligibility Determination andf Benefit Payments in CaUfarnia AFDC 

^ • : ? 1 ? 1 : I ? *1 j 

v ' : ' "/ f f 

,Af. ;Intr6du(ftToni| '1 



tion of welfare benefits and eligibility. 

• ' ' ■ ' " I '. i 

se dynamics — frequency of closure, spells on 



Standards for eligibility and payments in the 'AFDC ^>rog^a*i^Jiave 
changed in a variety of" wayl^during the past ten years. Ttie discussion 
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here is organized around. the standards as they existed on March 1, 1970— 

- • • • ' 1 4& ,- * » • 

more or less the' midpoint of the decade. As is the_ case in normal welfare 

" t v - l . ' 

operation, I will consider determination of eligibility separately from 

'determination 'of payments. After describing £he 1970 system, I will out- 
line the changes that led up to that program audi those that followed. f 
." } I emphasize "those changes that -potentially expanded or reduced 
"the^ eligible population. - Interpr%tation of. case data -iater in the. paper 
is affect-ed^in an important way by whether or not one*believes changes 

, in caseload composition-lare the result of extension of welfare into a- 
fixed population of eligible families or the result 4 of extension of wel- - 
fare eligibility to larger segments of the population as^a wh6le. 

, Readers whp are .familiar with operation of AFDC from other.isources 
or'my own papers may choose- to skip directly to Section III. Unfortu- 
nately, therg aren't too maity different ways to tell the stjpry that fol- 
lows, and methods of making^ welfare .regulations exciting haye so far 



eluded' me. 



A family' 8 payment ^rom welfat 



in California i% dependent; on its 
"need," its, composition, and* the meWod-of ^payment Calculation currentl^ 

' < 4 • ' 4 ; V - ** 1 ; , , 

in effect. Below** f discuss" f irst: the meaning of "need, 1 ^ demographic ( 

» • * - ^ • • , [ ! 

% ' 'factors related to aid eligibility/measurement of resourAes. for eligi- ^ 
*' bility determination ahd,m of payments 



R. The Detiermi nation & Mea'd K7^ fV : \. I •': 



■/* ' 1^ Welfare ha«: alway^been irTtend'^d , least, in the popular- : view, , * 

/ - .: Y : • 1, ■•; -. '»,:.'."./ v "■■ -- ' " t\. { •"/*•■ •.« •• 

' "I . ' \ • for 'people -in - ntZt-frj**^' Af is^an official definition of 

: ' * ' > ^riVatdon'.i*a'eqqaWib';ju^ ," V i-^- . 



at i • 

In California, -in March 1970, need was^piuAarized in regulations"" 
^published by the then State Department of Social Welfare in a table of t . 
. \ necessary consumption expenditures ^Utoounts varied by family composition 
and county of residence' and were listed separately for utilities; housing, 
.food, and individual and group needs. Calculation of need for two sample 
families is illustrated in table 1. 

' * - 

^ The need standard has changed mo|e-or-less annually in California 

since 1965, .primarily because of changes in the cost of living.. Measured 

f * 

in constant dollars, it has remained virtually unchanged. As a result, 

none of the "changes in the caseload which occurred during the -last 'decade 
can be .attributed to relaxation of theJjasic need standards applied to" 

, families on welfare intake. However; it is possible to have, in addition 

• J 

to the standard needs identified in the table, certain special needs for 
one-time expenditures (a move required because current living quarters are 
unsuitable) or of " longer duratioii (a supplemental diet for, pregnancy) . - 
Identification of such nbeds^is an important arfea'of caseworker discretion. 
Special needs' potentially allow welfare eligibility to be retained $r ob- 
tained by families with incomes^largje enough tf| jpreciude assistance should 

onty the basic eligibility standard be applied. No published 'data are. avail/ 

f * * 
able on the extent of special needs among welfare families or variation ^n 

j . ' -v - , • ~ . m . * f $ 

the frequency of special needs identification ovef time. 

. * ) * -1 / 

~ [Prior to October- 3/971, the ^nonfederal share of costs attributable to 

payments tor special needd were shared between state and county governments 




c 



As a result^ of the California Welfare Reform Act state participation in sucty 



/ ! 'I 



payments was eliminated. One .suspects that the counties responded' to ) the 

* * • 

.-X ' - 



RIC 



financial Incentives so created by/cutting down on Identification of 
special n^ds. u ^his -hypothesis will be investigated in section IV. 
• If i s ^, WaS true thaJt pr i or to Oc tober 1971 .some families attained and 
•maintained eligibility^ only because of inclusion of special needs-,. -then 

» 

this restriction reduced the' eligible population. 



V 



C " Famfly Com position /Work, and Residency Requirements v 

Once the "need" of the family is determined * establishment of 

eligibility requires comparison of -family resources to the needs' stan- 

dardand satisfaction of certain family compositional requirements. I 

f ■ ' ' - 

discuss the composition requirements first and then outline assessment 

*'* " ' - < J 

of resources. 

K — 

The composition standard is simple;;, Basically/, the family must 
include children a'nd must not* 'Include their father if he is employed full 
time unless the. mother is absent, incapacitated, oxj unemployed. 



since itjs origin! in the Social 



The cjbject of the AFDC program 

* *■ f * ^ 

I * 

Security Act in 1935j has been to provide, assistance to children deprived 
of parental support or care through lack df resouipes, disability, c/r 



abandonment. InrCalif ornia, a 'child is eligible for support ffcom veri** ' 
Jiek conception to. the 21st birthday. If thef child is 16-17 years 'old, 
*ie«or t she must be in school, disabled, or todifcing to accumulate money " 



'for education; [If 18-20, he or she must bej.in scHbol. *.lf there,.ii.bnly s 
one adult in the family, the only other qualification, necessary for AFDC, 
•payments jis financial. 



V 



TABLE' .1 . ■ *' 
MINIMUM -BASIC STANDARD OF ADEQUATE CARE (NEEDS^ 
SAMPLE FAMILIES, ALAMEDA COUNTY, MARCH 1, 1970 



\ 



Item 



Mother 
and Two 
Children 



Mother, Two 
Children, and 
Unemployed 
Father 



7 



Maximum housing allowance 
(allowance varied with 
actual cost of housing) 

Utilities 

Food 

Mother' ' 
•Child <6 i J • 

12 > child > 6 % ' - 
Father 



•Individual needs 

Mother 

Child <• 6 . ' 
" 12 > child > 6 

Father 




'Other FBI I needs 



Monthly 'jrotals 



Annual totals 



$124.00 



13.60 



27.45 
19.80 
26.05 
4. 



16.05 
8.10 
12.60 



23.30 



$124.00 
13.90 



27 ..45 * 
19.. 80 
26. 05 
32.15 



50.6.05 
8.10 
12.60 
17.60 



»29'. 30 



$2-70. 95 



$3,251.40 



$32?. 00, 



Source:. Doolittle and / foiseman , op. cit. s pp. IT*. 3 



!-32. 



$.3,924.00 



A^. 





.-178- 



/ 



For two-parent "households, eligibility requirements are more com- / 

; '• ' ' ' 

plex. They depend upon the nature -of the relationship between the adults, 

* • 

and, if the father is present, his employment status. If the male pre- 

* <* - 

sent is not the i^atural^ father of ,the children ^nd has not adopted them, 
the family can receive payments on behalf of the children if the male 
cannpt provide sufficient support to qeet their needs. If a stepfather 
refuses to, support hi,s wife and own children, the support provided by 
the county is. increased, but the stepfather is^subject to legal action. 
A "male assuming £he rpl<? of spouse (MARS)' 1 must* "contribute frhat it 
would cost him to^live separ ately* ^ v - 

If both parents are Resent In the household, children (and their 

* • • * 

parents) can be eligible for support on the basis of physical oriental 

• *■ 
incapacity of one or both parents. A father in incapacitated if he is 

unable to hald a full-time job. A mother in incapacitated if she is un- 

• „» • 

* 

able, for physical or mental' reasons,' to T>rWide her children with normal 

I I * J ' ' • , 

care~ [f neither parent is incapacitated, eligibility can be established 

] - . 1 1 • - , 

on the (basis- of unemployment o!f one of the parents.- j 

' . ' 1 ' > , 

Throughout the period under consideration, California was mox* / 

- l ' ' %? * 

generous in its acceptance of unemployment* as grounds for deprivation 

i\ : ' ' ~ . ' 

than federal standards required. Irf;Marcfh 1970, this category was^sat- 

isfied if either parent was involuntarily working less^than sevfen-eighths- 

of thi standard of full-time employment for the&JlndustrV ' in which he & 



i 4. 
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she was txpteally- employed* In general, this meant they were employed 



less than 152 houk-s per/mohtli. The federal minimum definition 'of "unem^ 
ploymentrf'.at that -timdAyas involuntarily wprking less than £hi^e-fourths ? • * 

^ <r- *L _ ^i- - * »^ 



'V 



of fpll time per month while the permitted maximum was teny'thitig~l£ss 



than full time. California exercised" the state '-s option to useja 3e*firfi^# 



tioii more generous than the minimum requirement. ' > J > ^ 

^ ^ i A ' . >-;\ *• • • - ; 

Other fe^jcures- also made California's criteria for determination 
of AFDC eligibility on the basis of unemployment more generous . th^n that 



found elsewhere* Tl>e federal government contributed tq support of children 
deprived solely on the..basis of ^the, unemployment ,oiPa -parent ^n^y^if ♦ 
• (a) the father was unemployed, (b) the father had an ?estatflished jsonnec-* * 
t^ion with the labor force, 11 (c) the father had been unemployed 'for" more 

v • " • •' • * • • 

Jthan thirty days, and (d) the .father was not receiving .^nfemplojrment 4 insur- 

ance benefits (UIB) ♦ . Ifr cojitras,t, California (a) at least technically, 

w x 5 1 • 

permitted either parent to satis W the condition; (b) required that the 

father simply be looking fo# a jobAor that .the fiother-.'bf^ looking for ■ 

a job and be able to .deponstrate an adequate pl^n for jcftild c^re* should 

she /ind one ; (c) required no minimum amount , of unemployn^nfc;/ ahA *.(d) *per- * 

-mitted AFDC payments to a worker's family even- if .he or\8hf£.t hif . drawing 



V 



UIB. 



' ' I If a family qualified for assistance under -California *iaW but d£d< 
ribt Qualify' by federal standards, the state and county in wHjciv the, fatnjLly' 
tfesided "picked up the .entire bill, f Regardless, of source off support. 



t^^^a^^ing fo * Ifnrfits^ utler^tE unemplo|men^pro^slon8 of A 
'AFDC ar,e -ciaslsif ied as recipients % the'g^&Jj'-'p^graif; ali'Totkers 




/■ 
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'ar^ in AFDC-FG (Family Group), 



I • It is woryS repeating' here what is surely conimon knowledg^^ 



The important group excluded by these regulations ^is made up of two- 
patent families with heads working full time at low wages— the working 
poor. , • * 

In 1970, referral to the state employment service for assistance 
in job search was essentially voluntary for heads of AFDC-FG households. 
Mothers^were required ta apply for and^accept bona fide offers of em- 
ployment only i£ such. Employment could be shown to 'be nondetrimental to 
Ithe welfare of the o family7) "adequate" child care was availahle^ancUshe-- 
was capab^e^of^Aeeting T>oth homemaking'and employment responsibilities* 
In ^general, recipients qualifying under AFDC-U w&re subjected to more 
strenuous requirements, including a mandatory referral to the Work In-= 
centive' Program within thirty days of initial receipt oft^icL WIN could 
mean a variety of things for participants j frequently, it- was little 
more than a referral to the state employment service fofr regular job 9 
placement* To the extent Jpt slots were available, recipients were 
placed in 69 on-the-job or classroom-traiittng programs. Refusal to par- 
ticipate in WIN activities or to accept i>ona fide Job offers was fol- 
lowed "by a sixty-day counseling period; if , after sixty days, / the 



'recipient remained recalcitrant, he or she could be r deleted fron^the 

f \ ' • " J§ ' '-**(*■ . - x J 
budget! for the fam?Jy involved* Establishment of family welfare eligi- 

bilityjwas not conditional at tl^is time upon' response to Employment or 



WIN .referral, but continued payments on behalf of employahle^amily mem- - 

bers was. * 

. o - . I ' . • 

Finally , since trie Supreme Court struck down duration-of- residency 

requirements for welfare In Shapiro V. Thompson >Ln 1969, potential reci- 

pients were required only to .show that they £ad established a permanent 

. ■ i 

add.ress in the county, Prio>-to the Shapiro decision, families could not 

y qualify u&ess they had lived in the state for a year prior to applica-- 
^ . \ ^ ' " - 

tion for aid. 



Aside from the duration*of residence restriction, mo^t of t\ie. 
demographic ^qualifications for AFDC have not changed over the decade under 
discussion. The most significant alterations have occurred in the def ini- 
tion of * "unemployed" used in determination of eligibility for payments 
under AFDO-U and in tlje" obligation of new -recipients to register for em-* 
ployment referral and services, before November 1, 1969, a family could 
qualify for assistance on ground of unemployment if the father ok mother 
had involuntarily worked less than 173 hours in the month prior 'to appli- 

' ; r -i ■■• . - ■ 

cation. This was reduced po less tthan^ 152 hours! in s November 1969 and was 
supplemented by the specification that the uifemployeik adult work leas 
than thirty hours -per week. The standard wad reduced again in July 1971 
to 130 hours per month, or not more Jthan 30 hpurs per week. The most 

recent reduction to the federal/ minimuia of 100 hours per month, or 23«* 

* s ' * ' 

hours per week, occurred in, bctober 1971. The standard has remained at 



Although a subs tantial proportion of poor 



the lower j.evel sinpe 1971. 
heads of household^ work all yea*:* it would seem likely that. had*the« • 
criteria ton AFDC-U , eligibility been widely know, most poor, two-parent 



families in California could have qualified for payments under AFDC-U at-; // 

✓ * » ' " / (\ 

/one time or another in 1970, givetf the e*tDemely lopse definitjxm of un- 
employment then used*. The tightening of the definition since that tf£»e 
has undoubtedly lowered the number of two-pafrent families eligible for ^ / 
assistance. . ^ n • * 

V * # * s • /. 

* * Tq appreciate the (relative) generosity of. £he AFDC-U program in % 
1970, recall that on MarcH 5, 1970, the Jtouse Wa'ys and Means Committee 
vot^d-21 to 3 to repoUt the Family Assistant Act of 197(/ to- the House of 
Representative^ TAP guaranteed $1,600 per year to a family of fopr 
with no other income; California's AFDC-U "guaranteed? $2,292 to such * ' 

families, ^ife a more generous treatment^ -of earnings over a *>road range, 

. \ ' * ' v .» V 

as long as ohaTfcarent in the £y»ily satisfied the employment criterion 

for eligibility. This .California guarantee had been in effect since - * 

the early 1960's ? More will be said -about payments later. - I 

-The Work Incentive Program was substantially revamped by Congress V 

in 1971. ' The new WIN ("W^ II M ) regulations became applicable in Caii- 

I * - * " ^ # - * * 

fornis^on July 1 of the following year; .these dHahjtes appeared in*, th^' 

-regulations manual maintained by the State Dep^.r ji«t 1 on Social Welfare 

le reei 



on September' 4. A large number of changes' iq the regulations ^oc^urred.V^ 
' ' • ' ' *' - ■ V # \ , * ; / . A 

The principal results were (a) to reduce the number hf recipients eke^€\^! 

from employment! /training or obligation to seek means of self-support, 

(b) to make registration for WIN ilpr nonexempt recipients a condition of 

eligibility fojr benefits, and (c) (to remove ,rfesponlrt.bil^ty for determina- 

tioir of which*j^cipient§ ire appropriate for manpower training flln^he' 

services staff of the wel far e # agency to a Department of Labor certified 



1.0 




llllll or mir 



state manpower policy agency—the- California Employment Development 
Department. » 

The WIN II requirements restricted the AFDC eligible population* 
to the subset wit:h;freads willing to register for work or undergo train- 

r ■ - 

ing.' I do riot believe this proved a ^significant constraint on the eli- 

• * - . * ' ' ' + • Vk 

, gible population, if it d£d s6 at all, until at least 1973. ■ 

» <> ** * 

D.* Resources . : • ^ . ^ , 

Family eligibility for AFDQ, given satisfaction of demographic 
criteria for_AFGp, is detera£ned by^ comparison of resources of the family 
budget unit t© which the child belongs to the needs s-tandardsT The re- 
.source regulations concentrate on. the definition of net'' income-current 
• income available or meeting consumption needs-plus" identification of 
the share of a family's wealth. that the state expects ib to use toward 
rieeting its consumption requirements. . * ' 

. * . ' : " " • ; , . * * 

All recurrent payments received' by the household, plus' earnings 
minus wofk, expenses, constitute net income. The imptifll rental value .of 
arf owner-occupied home was included in "recurrent payments.'" ' Work' ex- ' ' 
penses allowed in March 1970 included* involuntary deductions—social , 
security, withholding tax, and the' like-plus a standard Wk allowance - 
of up, to $25 p^month^the amount prorated- by the number' of days worked), 
plus, other work-rela^utlays. The ^other"' category for -work'expenses 
was quite elaborate, including transportation '(at 4c per mile) , tools and, 
licenses, job-Delated. educational and training expehses, -child care, and 
even telephone service if the recipient could make a convincing. -case that 



a telephone was needed in connection with employment. These items .were 

permissive, not mandatory. Considerable discretion" was allowed case- 

• ' . • « . . .' - • 

workers, in assessment of actual woifk expanses. 

. In 1970, a family could no.t become eligible for welfare p'ayments 

Al it ,possess6d real property .with ah assessed value of .$5,000 af ter He- 

duction of incumbrances.. The' state required^recipients to utilize all 

real estate otzher* than homes M to provide for the needs of the child or 

his parents or both."- In addition to the limitation on real estate, 'a • 

family could not have personal property with value in excess of $600 un- * 

less: it could be demonstrated that such property' was essential to its 

'Vplan"' for achieving seilf-supporU Hence, it might be possible to keep 
■ t * 

n't 

a truck if it could be shown that, by using the truck, the family might 
eventually earn enough to leave welfare. Th& $600 limitation did not 
apply to household furnishings. . • » 

In general; nonrecurring lump-sum payments (divorce settlements, 
inheritances, Irish Sweepstakes payments, >etfd.) wfere^gnared . in assessing 
income unless they increased assets above the 'maximum permitted levels' 5e- 
scribed, below.. -This situation could be avoided, however ',' by applying such 
money to t&e purchase of household furnishings or other assets .not included 

in the state regulations in the evaluation of wealth. • \ 

* » * 

Neither, the income or property treatment described' in the state's s 
welfare regulations changed, significantly during the ten' years considered , ., 

here. However, inflation has made the property limitations much more signifi- 

- ' \ '.S' ^ . ' ' ' • 

cant now than was the ewe at the beginning of the period because.the dollar 

amounts permitted .by the. regulations" have jtfot changed. A reasonable conjecture 
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/ ' . ^ 

/ is that this decline in the real value of .assets permitted welfare recip- * 

* ients has reduced 'the number of families eligible for* assistance. No f 

hard data exist do confirm this hypothesis or to permit assessment o^'^he f< 

extent of the constraint.' 9 , ' 1 

i ' In practice income or property treatment may have changed consider— 

ably due tx\ variations in th6 intensity of regulation application. The 

*;"*.» * » ' 

regulations in effect call for a detailed inventory of personal possessions . 

afrd work expenses. 'Caseworkers arid eligibility technicians cpuld make the 

N x standards generous by choosmg 'to de-emphasize the assets restrictions, to 

augment estimated "need" jof ^p'plicant familiesTby identifying as many • 

. ■ ' ^ — . * * • • * - ^-v. 

Special requirements as .possible, and 'to seek out for working recipients all A 



permitted .work-related expeh$es. * The 



same standards could,. be rendered miser- 



ly -by caseworkers and eligibility technicians who rigorously applied the 

••" - " • . - ' • - 

'assets reductions, ignored special needs, and failed to mention to working 

♦ ' • *\ - ' ' . ' ■ ' 

fcecif) ients the desirability of reporting all wbrk-related expenses. 
4 r * % » « 

v \ . . 

As I describe l«ater, there is .some reason to b elieve that . like "spe- 

cial needs," work .ex^fenses were treated more* generously by caseworkers and 

* * 

eligibility technicians before October 1971 (thfe date o'f implementation of 
\ the California Welfare Reform Act) than was the-c£ 

* may have significantly constrained ,the number of AFDC eligible famili* 
the county. * ' w • 

' • cr v 

'The discretion granteH Caseworkers* was a f 
merit* of recipients* T\ Isecorid factor creating sue* 
the AFDC monthly accounting convention. Because i 
1 a monthly basis,; some families with erratic or -seasonal income 
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benefits for jart of the year even though should their total incomes ' ' 

- ■ ' 

have accrued everrl^ over twelve months their' resources would preclude 
eligibility, This means the systejn favor's those with variable incomes 
over- those with study incomes that*, cumulate to the same "annual total. 

In, 1970 ,a teache^in the. Oakland school system applied for and received 

" /It 
benefits during the' summer' even though her annual income exceeded 

* 7 S , s ■ § ' • ' 1 

$10,000. This cause celebve and* related c^ses resulted in special Ijegis- 

• lation preceding bpriefitis in nonworking mpnths for persons working eight 

. . f * I < * ' *«, 

,or more jHontihs^ on an ^nniial contract, but this change affected only a ' 



fraction of the variable. income cases, 



E'. ' Payments 



>\ . Payment Calculation in March, 1970 • 

Payments under the AFDC system are based on both th£ standard of 
need and schedule of maximum payments in which the state would financially 

participate. In al*l cases these maximum payments are less tfian the stan- 
dard of need. For example, the maximum payment in M&rch 6f 1970 for a, fc 
female-headed family such as that for which needs are calculated 'in table* 
1 was $172 (compared to ^WeSs" of $271). If a male was present the maxi- 
mum payment ^Increased to $191, compared to "need 11 of $327. This diffdfen- 
tlal made living on" welfare "alone a matter of bare subsistence. It" also 
increased employment incentives and created a wide range of rincome con- 
sistent wfth retention of welfare eligibility for. families onpe such eli-*« 
, gibilit/ was established. * ■ 

jjk j&> Thi^ effect is best understood in .context Qf^a discussion of 

oalait lation of benefit* tor, families with outside enrnftigs and/oh income, 

EKJC • • • ■ 195 - ' . 
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In these example^ I will concentrate on the three-person, female-headed 
family introduced in table 1. For families in the AFDC-U program the 
payment^ calculation procedure is ' the same, but payments calculated for 
each hypothesized earnings^change are predicated on the assumption that: 
the unemployed member of the household continues to w6rk less than' 152 
hours per month and is able^ to satisfy the county' welfare department that 
o, ? he or 0 she Ms looking for, "but cahno^find', more, , 

If the woman takes a job, the calculation of her "grant is depen- 



,d^it on the amount qf her work expenses and her ^earnings. Fbr simplicity 
assume 
lojant t( 



I assume that withholding taxes plus mandatory social security payments 

f 1 ' * v 
amount to some constant fraction of gross pa^v Let t , X , E ., 

% w > 

and M denote the "withholding* rate," work expenses, gross earnings, 



<i 



need, arid maximum payment, respectively, (this and other notation to be 

« * y * * 

used in the payment examples is summarized in table 2 belo\J) , Using this * 

' * . i ' ' 

procedure, calculation of payments took* place in a£x; steps; 

(1) Subtract from net earnings [E(l-t )"] work expanses. 0 °As 7^ * 

; > * * * 5 % \ * # 

described, earlier, wotk expenses included/ fbr full-time , /.« 

-•$1*1 • • - . 

\ . .i »{f *• , , . 

workers $25* plus other costs attributable to' employment, 

' • ♦ " u -Vr *T ''. v • fc . 

including child care, 

'>„ , . <' ' 

(2) Subtract from the result*in step 1 $*30 plus L/3 o£ the 

; . ' * ' 1 ? I *• 

(positive) difference between. $30 and 1/3; of gross incota^. v 

(3) If the result pf step X is negative,* ignc&e earnings 'alto?. # 

gether in gp?anf- calculation. If positive;, add the result 

' • 1 ■ 



to other outside income peceived by th% -family (denoted • - / 

'* * ' p;l This Hum -to M> lo niaomcl \ 0 r 
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(4) If countable income ^is less than or equal to the differ- ^ 
ence between family need and maximum payment, no reductioSi 
in the welfare grant occurs. Thus 



N-M >E(I-t ) - X - $30 - (l/3)(E-$30) + I . i 

- WW * • 



(5) If yccxuntable income exceeds* the- difference between maximum 
« aid and needs, the* payment, is reduced, a dollar f or each s 



dollar of countpble incqme over the gap.' Thys 



4 




P = M - max[Countablfc Income - (N-M) , 0] 

= M - .[E(l-t ) - X -.$30 (l/3)(E-$30) + I'- '(N-M) f (2) 

WW % » 



if courftabfe income > (N-M)/. Rearranging, (2.) implies * ' 



P = N - E(l»t -.33) +'X + $20 - I 
x w w 



(3) C' 



(6) If/-* in I (3) is < 0 , welfare eligibility is lost*. 
. The procedure outlined above Has a number *pf important features r 

9 * T . , \ *™ 

? • (-1) ♦Sfte- "margzrial tax rate'* on earnings is zero ovjar a substan- 

•• \ • * * ■ 

\ tial range, denoting the level of gross earnings at which payments begin 

* ■ * V - ■ / , 'i " ■: 1 i •' " 

to change with increases in earnings as E* , solution .of expression (1)' 
^f orchis E value tha^festabllshed the equality indicated 



7 . 



E* = 



"N-M - I + Xr'+ $20 ' 
w 

1 - t •- .33 * 

w ' .» _ ' 



ft) 



For simp.l|.city ,lr assume that/ mandatory taxes "and social security payments 



amoufrt to abate! -%1§&£«$ko&s earnings, -work expenses" are $50 per month 



nrlant :tb Mz 



Mfes^lnH-no oytiside' Income- is received. Under- 



these assumptions E*' = $304.'20 " , in 1970 the woman- used here as an] 

example earned a gross income t>f $£.25 per hour, she-could work over. 135 

hours a monttfc.bef.ore. losing any portion of her welfare payment. Note , 

that the greater the gap between needs, and maximum payment, the greater 

the range, if earnings over which no benefits loss occurs.. ' '*'.'• 

- * (2) The amowxb of earnings 'required for loss of eligibility ' _2_ 
♦ . ' ■ ' ' ^ •' , ' -* 

was about equal' to the' average hourly earnings of most^ private sector 

employees: Retaining th<v assumptions introduced above, expression, (3) 

can -be solved for E** , the gross earnings level at, which payments 'be- 

comfe zero and eligibility is lost. This is / "'' / ' 



n - 1 + x + $20 • ; 4 * , ; 

E** ■= - ♦ l '• ,c\ 

1 - t -. .33 ■ ' (5) 

w 



For our example (assuming J =* 0), E** = $613.80 . Full-time employment 
with no overtime amoifhts to at most 173 hours Aer mdffth, 'Under the most 
Severe '^sumptions the woman in my example w<5uld have/to gross $3.5^ per 

hour to^lose eligibility. 0 A woman considering a full-time job at $2.25 

" , I \ ' ' 

per hour would havei(ynder our assumption) a take-home p^y of about $346. 

Since $304. 20(E*)"< $346(E) < $613.80(E**) \ she would coptipue to -re- 

"I. \* * t 

ceive benefits of (from (3)) $148.78', a reduction- of $.23.22 from benefit 
levels with no earnings' at all. -Considered as ^proportion of her take- 
home.pay-/minus work expenses ($296), this amounts to only about an"j3 per- 

* • * * * ' •* " *i - » • 

cent average- t^£ rate. , ? ' ' /" - 

J " ' ^ ' \ 

y (3) fifor* expenses- and n$ed estimates have a leverage, effect on* 

tfie gross 'earnings "tax point" ^E* and the cutoff value' E**. .Every dol- 
lar of allowable work expenses or estimated nee£ moved E* and E** by 



more than a dollar: in. this example the shift is by $1.80. -Hence, if, 

child c'are costs increase work* expenses ^rom $50 to $100 for, my example > 

female househpld fcead, bothxritical values would go up by '$90. The 

wQtk expenses-needs lever gave local caseworkers and welfare administra- 

tors important discretionary p owe t" over effective welfare tax rates. To . L 

the extent caseworkers .or client organizations sought out allowable de- 

** * • 

ductidns-of special needs for working recipients, the AFDC "tax rate' 1 de- 

cline<T. If caseworkers resisted consideration of such expenses, the ef- 

fective tax rate increased. Changes in administrative le'niency in work . 

' > ' % • ^ ' * 

expense evaluation could over" time have* effects on work incentives of . J 
magnitude comparable to those installed by Congref^' through statutory change 

' ' ■' - ' f ' * „ V:. 

^ * . (4) ^Benefits are available to families on welfare even after 

earnings rise to levels which wduld preclude eligibility on intake. 

This observation is hardly original, but it is usefully reviewed. Broadly! 

* * » * 

speaking, a family was eligible for aid in 'California in March of .1970 if 
income net'of involuntary deductions*. and work expenses was less than the « 
standard of need, i\e., ^ % 



N > E(l-t ) - X + I / ' (6) " 

# w'~ w 

The eligibility threshold stated in terms of gross earnings is therefore 



If EP^»E , the household is eligible to .enter the system! Once on wel- = 

.fare, however, earnings, must rise to E** (see expression (5V) which is 

always. greater than the threshold.. The -difference is j substantial.' 'In " 

our example,, \E is (w'ifh , no, outride income) $3§3 . 6*2-, , ad indicated'^;-, 

' earlier £** & $613. 80^ A woma^<i£h earnings of $400 per mqnth w5uld 

, be ineligible for .welfare. ^^^rT^^hVha/increased her earnings 

to $400' after having, attained eligibili^ on the basis of earnings of% 

'$375, she could coUect a monthly welfare payment o£ $118.78. // ' ■ 

The consequence-t5T this feature fs that the eligible population.' 
. . - — 3~ . ' *P ' 

is in paft determinedly themumberof families which have achieved wel- - 

( ' . *. 

fare eligibility in the past. Potentially, every family with gross 

• earnings 'less than E** could achieve eligibility at some time by , * 
allowing earnings to f § ll to E -and their working up to the previous 
level." ' " t 

Changes in Payment Calculation Procedures . ' 

The procedures for computing welfare, payments changed substan- 
\ 1 . ■ > ' 

tially at several .points during the past ten years. I have summarized 

~ * • 

the changes algebraically -in table 2. " As is evident in the table, the 

lV • ■ ' ■ -Q 

■ period may be divided into four calculation phases i 

• (1) Prior to July 1, 1$&8? During this period no work incentive 
payment methods werA in effect. In theor*y, all returns from work over r 
and above mandatory deductions reduced welfare payments .by an equal amount 
once ,the difference between "need" and maximum aid had been covered. 

iThis difference was . not substantial at' this time/ For a'feqaie-headed 



- TABLE 2 

CALCULATION OF PAYMENTS uki>Bft CALIFORNIA AFDC' 1 



Time Period 



1/1/65-7/1/68 



7/1/68-2/1/70 



2/1/70-10/1/71 , 



■2i'l 



y 10/1/71-present' 

y 



£ Maximum Gross^ Earnings 
for Eligibility' 



(N + X - I) I 

r W 

E ° U-t u ) 

If E < E* , ,P * M e 



E « 



(N + # - I 

» w 



If E < E , T - M 



*(N +' X w - I) 
(1 " t ) 



If .E < E , P - # 



. (H + X - I) 
E - 51 

a - t w > m 

If E« < E* , P - M 



E * Gross Earnings at Which Tax 
; Rate BecoWs positive 



. (N - M + X - I) 
n • w 



E - 



(1 - t,) . 



(N 4 M + ,67(^ w + $30X - I) 
~ " .{1 - 1 1), 67 



* ** 

If E < E'< E 



P ,« N - ,.67E(1 - t ) r 

f J-y ' w 

' + ,67(X + $30) - I 
N y B 

[E(r - t ) >^301 



**(N - M - I + X + $20) 



* ♦ ** * 

If E * E < E , ^ 

P - N - E(l - t y ,- .33) 

V 'i ($20 + X ) - I 



if [E(l - t w ) > $30] 



. X + $20 - 1 

* ** 

If E < E < K 



P - M - E(l - t - .33) 
+ ($20 + X y ) - I 
if [E(l - tj) > $30] 



(N +.X w - I) 



N - I + .67(X w + $30) 
(1 " t ).,67 • 



if E > E , P - 0< 



N - I + X + $20 
. w 

a - 1 -».33) 



** / 

If E > E ,-P-O 



E <fi 



H - I + X + $20 



If E > E , P » 0 



Notation is summarized on .next page. 



CALCULATION OF PAYMENTS UNDER CALIFORNIA AFDC 



Notation : , ; % ^ 

12 = Gross, earnings • - 

I = Other income, (e.gv , , alimony, etc) 

X* ' = Woi?k Expenses 

w . r < 

N Minimum basic standard of adequate care (needs) 

i - • . 

M = Maximum aid standard • , : 



P Welfare payment 



fc w --- Proportion of wages withheld for social5*^purity , income taxes 



t E = Gross earnings, at which welfare tax rate becomes positive, 
• i.e., for E' > E* payments ^decline as earnings- increase 

** ; • • * • • 

E E Gross earnings at which payments fall to zero 

■ » * *• • • * ' ' '** * * 

E = ^Maximum g^oss earnings for pr ogram eligibility 



\ * 



V 



< ; • * v - ' 

- - 20. 



7 



family with/twp^hi.ldren, "need" was $181 per month in- July of J^L^Sgd^^ 
maximum aid was. $172, In practice,* caseworkers m£y 4 have enhanced Vorkv . 
incentives through liberal- ' treatment of work expenses; 

(2) July 1, 1968 jto February 1> 1970. For ove^ a^year following^ 
implementation o£*the provisions of the Social Security Amendments of 

• " — . ' ' V * ' 

* • J 

■ "* * 

196*7, California misinterpreted the work incentive provisions included in 
the law. Ttie. state directed counties tQ^pply th$ "$30 and 173" disre- 
gard'to earnings net of mandatory deductions rather; than, to gross earn- 

ings. The -affect^ of this*approach when compared fjiphat described 

• ^ - . 

earlder is inconsequential for the~ welfare "tax oi\ earnings. The tech- 



nique -did lower E* and E** , Tibweyer. 'Unlike the procedure described 

earli'ef, the method used during this period replaced 2/3 of each, dollar 

f ) It, • * * 



of wo$Jc expense, not all costs. This may haye^rreated some iric^nt^^ 



toward economization. on these expenses by recipients or perhaps exaggfera 
tion of them by caseworkers. 



r 



/- (3), / February 1, 1970, to October l y 1971. The prpcedure.ini-' 
tially employed for incorporating tlje, $30 and ,1/3 incentive in payment^ 
/calculation was ruled invalid in/litigatfjfc^and^in .February 1970 the 
^jsfate shifted to the procedur^rdescribed ^earlier. The. effect oftJTfe 
shift was expand the ranfee of earnings consistent with conJzTnOed wel- 



fare eligibility*. 



V 



" California did not change its maximum aid standard fromfhe 
early 1960 f s to June 1, 1971. Because of adjustment for lining costs,' 

however, the 'needs standard rose steadily during this periofl. For the ■ 

. ' ' ? • • ' , ■ ' 

family of- three Used in ta&e 1 the 'change was from $167.25 %o $271. This , 



r 
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■ -_- 

payment Xevel^ increased the a'ttractiveness of working 
rather than .relying 6nly,on.a benefit check for subsistence. As the for- 
mula f or E* in table 2 indicates., increase' in need+eeteris, paKbus has" 
a multiple effect on the range -of earnings for which" no' benefit reduction 

y ... 

• — — * _ , * » * • 

- .^ris r experienced. This .meant, that . E* and E** went, up ajt a faster rate 



-fehan^id the Qost of livings * \ , 4" . . ' 

- t^ ipctober 1^1071 to the present. In October of 1971 the ' * 

* Cal^ornia legislature altered the treatment of" earnings under AFDC in 

*~a substantial way 7 with two. relatively simple amendments to existing 

\ \ — r*; 

^ #state law. The first raised the niaximpm-M^^ymerit- to the point at - 

which maximum aid plus 'the-bonus value of food stamps approximated Vhat 

had been the need' standard in the past. The qombination was henceforth ^ 

calj.e>d the "Maximum Ba^Standard of Adequate Care 11 and became the . 

needs standard fcJfeligibility. A standard MBSAC was published for the - 

I * ' i 4 t " • «• 

entire state. . While in some counties the new state standard wa^hi^her 
.ttian the one that had been previously used, in Alameda County .iH^bughV * 

a minor reduction in need estimates! Second, the legislature altered 

* * ' ■ 

the calculation* of payments* so that the recipient not ^eligible for the 

basic grant received the difference between maximum aid and countable 

income rather -than the difference between need and countable income as 

* yy ♦ - * „ • h % 

had been the case, before. The combined effect of these changes was to 

raise substantially the maximum gid amounts paid under AFDC but to re- 

■ • ' , . \ - 

duce the amount of payments made to workings,reciptents. 

- S \ ' - , ' ' ' ? 
To illustrate the effect oo work Incentives of changes in the 

grant computation procedure brought about by the CWRA, I have plotted 

f ' > — * . 

• *• 

.in figure 1 gross receipts against' gross earnings undei; the .three com-*, 
putation schemes ' that have been -used since July 'l, 1968. Again I have 

< ERJC ; ' ... 203 • ,v 
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Gross 
Earnings 
. Plus % 
. ' Benefits* 



FIGURE 1 



.THE RELATION BETWEEN GROSS INCOME AND ILARNING9 
UNDER ALTERNATIVE GRANT COMPUTATIONl}CHEME$ 



.7 x 




/ 




, v Gross Earnings 
Maximum for 
Achieving Initial* 
Eligibility: 



Pre 10/1/71 
1 Post 10/1/71 



Monthly Gross 
Earnings 4 



^Line. \ ,is total receipcs u^ing calculation technique in use 7/1/68-2/1/70. 
^ine 2 is total receipts using calculation* technique in use 2/1/70-10/1/71. 



Line 3 is 'pos^-CWRA calculatibn. 



NOTE: This illustration is drawn on the ba^is of the data and pso- 
cQdures given in the tex^t. Lines ! and 2 are drqwn using the need and 
maximum aid amounts appropriate 3/1/70; line 3 employs' need and maximum 
aid standards C\st a=b I isheti by l he California Wol fare. Kelorm Aet . 
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used; the example female-headed family described in table 1. No outside 
income is assumed, work expenses are a flat $50, and mandatory , deductions" 
are a constant 1/9 of gross earnings. ' - 

Lines .(1) and (2) represent gross receipts from work and welfare 
when benefits .pjce calculated using, respectively, the method" employed ' 
. immediately prior and immediately following February 1, 1970. 'As indi- 

cated, $jie>hift to calculation of the disregard on the hasis'of gross 
earnings raised both E* and E** , but. over a wide range of earnings . 
*^ '""/benefits under the two system were the same. 

Line (3) combines earnings with benefits calculated using the 
> * , \ - - 

technique introduced by the CWRA and the new n^^maxi^ 

dards. The effect already described: benefits i&reasejtsubstantially "* 

for those without earnings or whq earn, littlje, the breakeven, point is' 

i j 

. substantially reduced, and the earnings level at which the effective, tax 

rU 

rate on earnings of recipients rises above sjer'o drops from $304.20 to $126. 
J'w' ' li ! e . P?^ 4?"^! Q e numb . er of f amiljies jjgotentially eligibJL^ for 'A . .... 

assistance in Alameda Couliy by lowering the "breakeven" point—the maxi- 
mum amount of earnings or' other income which families on welfare could X . 

, achieve and receive welfare benefits. The actual effect on the caseload 

- of these changes was largely dependent on the indirect effect of any change' 
. in r the. rate of case termination brought about by jjflpAct. The CWRA influ- 
enced the termination rate in, two: ways. First, by raising the welfar% pay- 
ments level the act, thj^ugh an "income 'effect ," may have 'lowered the'termin- 
ation rate by making staying on welfare more worth tjie hassle'. The increase 
in benefits was permanent; the'legisiature added* a cost-of-Lving adjustment* 



... / • o 

procedure to the state' statutes/which has brought about * steady upward 
climb in benefits paid with tf^e price level since 1971. Second, lower- 
ing .the earnings "breakeven" point for eligibility may have* increased the> 
termination rate by raising the likelihood that earnings or other income 

* * 

change could bring about loss of eligibility.. -Aprior there is no way ■ 

-Y^to guess which effect will predominate, 

% The CWRA eliminated family need .as a' factor jLn "determinati^w of the 
welfare payments "breakeven" point. The consequence of this vas that no 
longer could caseworkers or eligibility technicians affect the average wel- 
fare "tax ra<*^" by identification of special needs of welfare recipients. 

'."Special need^ now affected ,only eligibility determination, and as I have 

i $ 

.- discussed elsewhere, the use 'of special needs in eligibility determination 
' was substantially constrained -by both regulation change' and financial in-^ 
"centives.- • ' ' 

r 

F. Summary ^ > • 7 1 

The object of this paper is to describe changes in the character- 
istics of families on welfare ip Alameda County in the last decade. In- 



this section I have emphasized thre'e j:hings: 

(1)* The basic -"needs" standard for eligiblity and procedures for 



resource assessment have not changed. Since assets restrictions are de- 
fined in nominal terms and have undergone little change; inflatidh reduces 
./the real valute of, assets which recipients are permitted to have,. ; Infla- 
fipn^n ttie last half of the dp£&de has probably increased the significance 
of ttfe assets restri&tiens in reducing the number of families eligible for 
assistance. I conclude that changes in the caseload brought about by .new 
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' accessions over the last decade are not the result of extension of welfare 
^through regulation change to 'families more affluent on. intake. 

(2) The unemployment criterion used for the AFDC-U program" be- 
came progressively mpre restrictive over the- .period. * ' 

(3) Between 1968 and 1971 the amount of earnings and other income " 
which families could have and continue to receive parents steadily increased. 
Impossible that changes In caseload composition reflect, in addition to 
characteristics^ new families,, the increasing- retention of families which 
earlier would have, because of' their '.income, l^ft p. rolls. ' In October 1971 

• the amount oft earnings and other income which families could. have a'nd contin- 
ue to receive payments was reduced.. This,, too\ may have affected the 'case- 



loadv 



(4) Caseworkers possessed considerable discretion throughout this 
period in evaluation of work expenses and, especially before October 1971-, " " 
in identification of "special needs" beyond those requirements' specifically' 
included dn the standard of. adequate income used for/eligiblity determknationv 
Modest changes in allowed work expenses and frequency of need citation coula 
have significant consequences for. work incentives and eligibility determine- 
tij*L As a result many of the' consequences of _ the regulation changes worked 
out analytically above could have^been altered in practice by changes i* ' . 
need assessment or work expense calculation procedures. Whether or not this " 
was the case is an empirical issue. * — — . 



|4 



II. The Caseload, the Sample, and the Number 
of Families Receiving Assistance \ 



* 



To investigate the effects of the changes outlined above and to 
find out more about families on welfare, Frank Levy and I have conducted 
a 'p^^udo- Longitudinal sample of welfare recipients in a major urban 
California population center, Alameda County. Befor^ describing the 
sample, ^it is worthwhile to say. a few things about tfte county, its wel- 



fare department, and its caseload. * 



A. The Sampled Population: The AFDC Program in Alameda Couh%y 



In 1970, Alameda Coft^Lty had slightly more than one million in- 
habitants, a third of whom lived in Oakland, its largest. city . Eighty 
percent of Alameda C6unty's population in that year was white, but 

since most blacks lived in Oakland , *whites constituted about 50 percent 

i 

"of t^at city'§ population. Since the ''white" figures in the census in- 



elude many (but not all) Chicanos,,a good 



city's population in 1970 considered themselves to be members of minority 



groups. About 61 percent of Alameda Coun 
Oakland in that year. 

' Oakland has most of A the ills that 
ban areas: . a steadily declining central 



ty's AFDC recipients lived in 



beset the nation's older ur- 



business district, a substantial 
rate of exodus of white residents, and a growing pppulation o£ poor nqn 
whites.' Serious as they are, however, thje city's problems are not of " / 
the samo^ Vrdor of magnitude as 'Are those 



coasts Tito county includes important and 



gue'ss is* thatj about half- the 



of older cities on the east 
relatively affluent suburbs 
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sxjch as Hayward, Fremont, and Berkeley and, consequently, does not oper- 
ate under the same "fiscal constraints a!p its major city, 'The AFDC pro- 
•gram is operated through the county "government under, the direction of J 
manag^nent* .appointed by. the County 3bard\of 'Supervisors, 

1 Los Angfeles County accounted for che major portion of California's 
tAFDC caseload throughout the period covered\in this study. In sheer num- 



bers, the Los Angeles program dttarfs that of ' Alajneda, even though, as of 

i ^ 

March 1970,^ the latter had the second largest caseload in the state. 
Despite the relatively lesser numerical importance o|^its caseload, the" 
evidence suggests that Alamedk County's experiences- have been si&tlar to 
those of other California u^^TA^areaST*rin general, both Alameda and Los ' 

, Angeles county caseloads have moved together and in a manner similar* to 

* ' " I ' 

those in the four other mafljjq^airbaru California counties. 

* V > , * ' ■ . 

As figure 2 shpwb * ttite^California caseload grew more ^rapidly thari 

did AFDC in ttie nation as a whol&vat first and then led the nation in the 

> * \ L X* 

' 1 i • A •* * 

».-.•/! W 

slowdown that followed in 1971-1972. 'As discussed elsewhere, at least 
three reasons have been advanced for the difference between California's 
experience and that of the rest of the nation. First, Barbara Boland f s 
wprk suggests that California reached the point of "ptool .exhaustion" — the 
point at which al^. eligibles. ha<i come ££to. the rolls-^-ahead of most other 
states and this le?d to the early slowing of caseload growth. Second, 



California's caseload has ,a higher proportion of unemployed-parent 'cases 
than do£S the nation as a^hole and, as a result, its caseload responded' 
more rapidly to thfc employment recovery following the 1970-1971 recession 
than did the welfare rolls in the rest, of the country. The recovery c 



^ FIGURE 2 
COMPARATIVE CASELOADS, AFDC 
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itself seeins tp have* occurred earlier in California. Finally, California 
• introduced a seriea^f administrative changes,!* AFDC operation through ' 
the California Welfare Reform Act of 1971.,, and these are credited with \ 
at. least some of the reduct^n in 'the caseload after that year. As 1 °s »" ' 
alS ° i"l^ ated fc y fi «4 re 2 > the caseload. growth 'turnargund occurred,* • ' 

>!!^^P^t| ia ^ da C6unty th ^ n in 'tte. rest o*f the state and well before 
the^^yenl^;(KE the CWRA. •■ - ' 



.'. 'V^.*^<P? h ..Alameda County in figure 2 combines the .U and FG° ' 
•Cffs^^t^eyeala little about the fluctuation in accession 'and ^ 
■ter^x|^n;^wW tnat produced these changes. To provide a better , * 
view of these factors by. program type, I have^lotted the caseload 
figures- for the FG an<U "programs separately in figures 3 and 4. / • : 

Considering first, figure 3, the dominant' impression from the 
FG case statistics is something akin to exponential growth over the ' . * 
first five years of, the period, followed by a slight .redaction in the" 
size of the 7 -caseload"" in '1971-1972,^ and'not much /cnaitge^at all for the 
remainder of the period. I have marked the points" at whhh the three * 
key changes , in payment '.procedures occurred. My impression from the i 
chart is that the slope, of the caselbad line mayvhave increased slightly f 
in July of 1968 and February of~1970; and lt-.is,obvipusf t^at the CWRA^was' 
associated with a reduction in late 1971. However, 'the most drama ti$ '* 
change, the reversal^^oTcaselodd growth rates that began in late 1970, • " 
is not associatedrwith changes in payment 1 procedures, benefits, or other/ 
policy shifts. Recall that all of the .growth that occurred between 1966 
and 1971 took place without a change in bisic benefits pafd^or the 




-204- 



I - 



? * 0 0 C 



I \ 0 0 c 



IPC 0 0 



«/> 1 b 0 0 0 



o i 2 0 0 C 



J. 9 0 0 0 



6000 



3000 



FIGURE 3 




•TT53 19 6 6 



ATOC-FC CAST t 0A0 ALAMEDA COUNTY 



ERIC 




rn.»7— - iri.'-;T— L .MT»-"n tTX — S V"-7T . - 

M'ic V CASeir^C Ai.«"'fO*. I0:i«"^ 



L_2 _ 



i. 



214 



> -205- 



•eligibility: staJS&rd; the real value of the maximum payment available to 
dependent families through the system was declining steadily throughout 



this period.'- 



1 



9 From figure 4 it is obvious that the U caseload is more volatile / 
than tHat for the FG program,' although the overall pattern of growth to 

' 1970/followed, by a decline, is similar. 1970 was .a year of remarkable 
expansion—the caseload doubled f >Mthin twelve months. After 19 v 70, both 
programs stopped growing, bu£ the turnaround on U led. that for FG. As ' 
one might expect, there is ^ substantial seasonal pattern in the U case- 
^load. March is not a goocT month fpr'job f inding in Alameda County, and 
the consequence for the 0 caseload is apparent in the figure. ' Fall, 
th£ height of the tanning season,^ of fers many more jobs. If ajg^ftge 
In the caseload has occurred as a result of variation in the hours- 
wqrked rule for defining eligibility under the U program, it has, appar- 
ently been swamped by other .factors. These changes and'the^ inflation- 
induced tightening of assets standards for eligibility already described 
may account for the steady downward trend in the program's size. This 

^reduction arfter 1971 is associated with a decline in seasonal variation. 
J The basic influence on th^ caseload throughout this period has 
he m the flow of applications. • l£ figure 5, quarterly' figures for appli- 

» 9 K > § 

* V , f 

cations are plotted for*both programs. The turnaround }n -growth of/ the - 

• * -V 

'caseload. was preceded by a substantial reduction *in the flow of°applica- 
tions 'for both programs. Data developed elsewhere suggest that this was 

•\ • • " • 
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i:or,the FG program largely the result of exhaust ion .of the pool of eligible 
For 'the U program 'the turnaround seems more closely associated with labor 



market changes. . . • " - * • 

In March 1970, the census counted only 21,639" female-headed fami- 

• lies in .the county. The FG caseload by'the end of that year had -reached 
. .almost 24,000. Part of the difference can be explained by'the fact that 

a small proportion of. AFDC-FG families 'include disabled men, and * 
some involve only children living with relatives. .Also, many potential 

• AFDC-FG cases— mother-children family units-Hive "with othef relatives 
.or in other circumstances that cause them ^ be -missed by census criteria 

Cynthia Rence and I have conducted a search of Che censifc for ail poten- 
tially AF&C family units regardless' of living arrangement*. * * We • " 

located over l 39, 000 such families, including two-parent families with - 
« , 9 

one parent disabled.^ However,, we estimate that only JO.'SOO of these 

' . \ r 

.units satisfied the AFDC financial eligibility tests. The larger num- 

, o . . ' *\ > ■ > 

. ber reached by- the caseload- in 'the year" following^ census . probably 

>-..**« % \ '. ' *a 

reflect? the presence on the rolls of families which, because of the ■ 
earnings disregard procedure, remained on assistance even after, incomes 
were achieved which would have caused'them to. be screened out 'by our > 

prQcedure. ' ^ - v ,. 3 ' '"• '* 

* .-„... * 

These results confirm that short' of. a tremendous upsurge in - 
< • ' .«* . . ' 

illegitimacy or divorce.rates, it would have beea impossible to sustain, 

in 1971, the rate of growth experienced in 1970. The unemployment rate ' 

for the SMSA as a whole did not begin to fall' until mid-1972. The 'fact 

that the U caseload growth reversed earlier— in December 1971-r-is- at 

least partly attributable to the conclusion of a major strike against ■ 

' * ' . ? - * . ' 

« ^ 

217 • ' " 



' . '' ' '-"" r - - ' ' 

? ' ■ * * 

-208- . * « 1 _ _ ; . . 

..." '• 1. " ^^l* 0 " " " ' ' 

General Motors tha^ began in September and ended in December. —Many strikers 

were eligible for benefits under* AFDC-U and promptly applied. Temporary 

• ? * ' 

layoffs among secondary G.M. suppliers alsCTcontrlbuted^d^fRe "IF caseload.]" ~ 

There are a number of local factors influencing the flood of appli-_ « 

— ~ s 

cations that odctfrred for both programs in 1970^ Uome portion^of the ex- m ^ 
. pans ion was the result of recruitment by recipient-oriented groups such as 
the Alameda County Legal Aid Society; par£ was^fpparently brought 'Shout . 
by active solicitation of applications by caseworker?. , This, plus a 
series of revelations concerhing welfare "fraud 11 brought the welfare sys- 
- tem to "the attention -of the Oakland Tribune, at! important polit^al force 
^ n ~tlie~ county. The Tribune b6gan a .s£ries-*of articles and news*reports 

in May 1970, in which lax administration in. the welfare department, the 

. ' . 10 . x 

efforts of the Legal Aid Society, and "legal fraud 11 were emphasised. 



J Jtoejtaitial 'impact of the articles was, to_raise both public indignation „ 

r 

~"anS the number bf applications for welfare. The "public otitcry" esca- 

/ — - 

r / * 

la ted and was encouraged by the governor. It eventually Culminated in „ 
the passage of the California- Welfare Reform Act in the fall of* the follow- ^ 
in§ >ear despite tKe feeble protestations of a state legislature controlled 
by Democrats. The* intensity of the publicity probably had some negative 
' effect on the willingness pf otherwise eligible families to apply for assis- 
tance. However, apparently the publicity also served toT attract new applir 
cants. Public indignation was further stimulated by the discovery that bene- 
' fits were available to strikers in tire G.M. ' labor dispute. 

Many of the horror stories of "legal fraud" on welfare published. 
«. ft byjthe Tribune the natural 'result of the payment formula then in effect. 



. The^Could # haye been readily predicted in ad'vance by anyone who had seen 

' ■ ' """" : • 

table 2! Alameda -County , like other counties in the state, found that the ? 

$30 and one-third deduction and- the* leverage effect of work expenses' on ■ 
\ /the welfare breakeven point made it possible for families with- large gross 
_T* incomes to receive benefits. The Tribune' managed to find tfne family enjoy- . 

ing benefits and $1,400 per month £n earnings, Likewise,, the monthly ac- 
^counting scheme cheated a number of bizarre cases, including that of the 

destitute school teacher already mentioned. 

" ~ % - - ' f • 

" In response to pressure from the Tribune and the governor's cru- 
sade, the county clearly "tightened up" the processt^f. application 
■acceptance. Resources of applicants were checked much more carefully. 
As a result of change in Federal law/ the "process of eligibility determine- /' 
tion was taken out^of the hands of caseworkers— who, tended to>view themselves V. * 
more as advocates of 'fife applicants than as defenders of the county's' 

•solvency—and into the hands of eligibility technicians who would be 

, - \ 

likely to apply ' the rules more rigorously. 

.Some information on the administrative effect of 'these factors is 
provided by a comparison^ acceptance <jptes on welfare before and after this 
perdod. - l n Figure 6, quarterly "acceptance rates for AFDC applications "are 
plotted -over time.- For both the U and FG programs, the proportion of applica- 
tions accepted declined from an average of approximately 65 percent before 1 

* • * 

/ 1970 to' 45 percent after. This does not appear £ have bee/ a ' temporary 
shift, nor is there a formal regulation change- that can^account fox it. 
The evidence is that it is the result of management olfa„ f ,us and possibly . • 
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the fact that, as the- pool of eligibles approached exhaustion, people 
applying were less likely to meet the program requirements. 

Looking bcfck at the flow of applications as charged in figyre 5, 
it is easy to understand why *the rigor of application of eligibility 

' a * * 

criteria may have declined during 1970% The quarterly flow of applica- 
tions doubled between 1969 and 1970, It was' Virtually impossible to 
\ 

kee]5 up with "this flow and to maintain training standards for caseworkers 
and eligibility technicians. The regulations are. far more complicated 

than the description presented above suggests, and they are not. learned 
in a day. I have generally, been unable to teach them to undergraduates in h 
quarter; however, this information is consistent with. several alternative hy- 
potheses. ^ ^ 

Finally, in v f igure 7 1 have plotted quarterly termination rates for 
• * * 

both programs. * Again, seasonal *f actors are pronounced in the volatile U * 

program. Both this 'seasonal variation and average termination rates have de- 
clines gradually over time. Despite this deVlitie, the U termination £afe is 
much larger tfran that for FG. Note that, for both programs, the termination 
rate jumped during^the^arter in which thfe CWRA was enacted but plummeted" 
during the first quarter of 1972* The initial effect of the CWRA may havp 

r : 

been tb accelerate the termination of cases" that would have closed anyway. 

This quick tour of the caseload history has' raised a great many >% 
questions and answered only a few. Apparently, a number of exogenous factors 
were acting on the caseload during the first six 'years of the ten-year period 
under discussion. It is not clear what the consequences for caseload com- 
position of these charges were. Despite intensified cottcem about program 



4 - . 

/•* - 

, - r ; ■ > -2ix- 

\ t * > 

management in Alameda and other California counties during this period, only 

the vaguest information exists ^about what the new people seeking Welfare w^re 

like, or, for Jthat matter, how % the old caseload was composed befor£ the flood 

of new applications during 1969-1970^ * * A 

thu^S, 4 a fir^tsstep in formullting hypotheses about factors influence 

\ • " * * • . • 

ing change among welfare families would seem to be the cbllection "of data 

about who they are. This is the next tog^T* * * 

-B.- Thg Sample , " " ' -: 

To find out more about caseload composition and change-over this period, 

a file of 3,159 Alameda County case ^istorij^s for the peried-i967-1973 was ere- * 

ated by sampling the county caseload for each >mar 1967-1972, reading the case 

files on selected recipients, and translating the collected information into a 

fprm ^tj£tkblfe for analysis. Cases selected\were chosen at randonf-from thb'se 

cases rec^ving benefits at various points during this time period. Once se- * 

lected, infprmation on case characteristics as of the selection date — the » 

pi • 
"sample^montftU — w;as recorded. Then, data on case status in each of foui; quarters 

subsequent to the sample data were accumulated, along with some information on 

case experience through the first quarter of 1974. Thus if a case was selected 

from the rolls of May 1967, the "observation 11 in the data set includes informa- 

tion on status of people in the family at the, beginning of that? month and fo^T^^^^^ 

the following eleven months that followed — the "sample year." Th^s is* a *f>seudo" 

longitudinal file, because no case is covered for the entire periefd. ' ~* 

The sampling procedure adopted is a compromise, given the differing' 

requirements of the various objectives of the project. A sample to be used for 
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* \ * \ 

making inferences about the composition of the caseload at a point in ' . 
time would ideally be made up of sufficient observations at that point • j 
to permit acceptably reliable Inferences about the caseload as a whole. 
But f I also wanted to sample families in many different months to observe \ 
behavior under varying economic $ conditions. This conflict diminishes ' 
"in significance as the sample becomes very large, but the expense of data g , 

\ < " k 

collection made the amassing of a sample of the magnitude required to do , 

both jobs well out gf the question. 

'The procedure followed was to read a large enottgh sample from 

the 1967, ,1968, 1970, and 1972 caseloads to permit making some infer- 
♦ 

ences about<J:he caseload as a whole, but to spread'the sample v over the 
twelve months of the year rather than to concentrate on any particular 
month. The spread utilized reflects seasonal variations in the mimtter 
of w families oa welfare. The result of this procedure is a sample which 
represents average caseload composition during the year and, as a by^t 
product, permits estimates o* the total number of families or\ welfare , y , 



. at any time during the year. This will be' illustrated" later. To en- 
hance the breadth of the sample, enervations were also collected from 
£he 1969 and 1971 caseloads, but not in a number large enough to permit 
inferences ^bout the caseload as a whole during those years. The AFDOU 
caseload in each year was oversampled to provide inferences about U 
cases with the same reliability as those from the PG sample. 

Target, sample sizes were selected* for each year on thefbasis of 

\ * 

official caseload figures. My objective was to obtain a sample large 
enough to provide estimates of proportions. (e. g. , proportion of cases 
with" over three children) for which in 'no instance would a 95 percent 

"V, * ' 

222 . 



9 

ERIC 



-213- ' 



r' 



confidence exceed + ,05. Once the sample size was determined on the basis 
of this criterion, that number of cases was drawn at random from welfare 



department ^payment data to provide the necessary file numbers for case 

' * ' _ < * v 

location. A number bf nttnar problems .were Encountered. Some cases on 

the rolls were not jpf interest from a behavioral standpoint, because, ( 

for stjru:tural re&sqns,-th€t-ease statuSMpas not likely to be aff^cteti 

by external factors^ oj^ interest in this context.' Examples of this type 

were cases made up of children being cared for by nonneedy relatives on 

behalf., of the county, children in institutions, and "the ljke. Some cases 

appearing on the payment rolls were*not, in .fact, opsj^itj the month for 

which* they were to be sampled. Finally, some case f il^-primarily those 

for case^ sampled for the early years — had been lost. The number of miss- 

ing cases was small in all samples. In the 1968 FG' sample, for example, 

we were unable, to locate 22 out of an initial selection of 312 cases, 

.and .this^as. the highest incidence .of missing cases in the overall sample. 



Missing cases were replaced. * ' ** 

In table 3, the fihal sample size is recorded for each year apid 
program. These cases can be treated as a random sample of families re- 
ceiving AFDC in Alameda County in which one x>r both parents were* either 

present in the 'household or ^expected to return— rabout 96 percent of a,Ll 
11 

cases. Since the proportion of cases satisfying our sampling, criteria 
r In the Alameda County caseload itself must be'estimated from our data, 

only approximate confidence intervals can be calculated for estimates .of 
proportions to be cited below, but the approximation is very good. 

Space does not permit -a detailed discussion of what welfare files 

in Alameda Gdunty are like. great deal more information was contained&in 

• ; >> ^ 
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TABLE 3 ! » 



ALAMEDA COUNTY WELFARE SAMPLE 



AMPI 



Year 


Program 


' r-" 

Average County 
Caseload 


. • Number of 
Cases Sampled 


1967 


FG 


10,313 ' 


• 307 




• U 


•• 1,394 


255 


1968 


m 

FG 


12,106 


327 




U 


1,492 


270 


1969 


FG 


15,549 


190 




U 


1 , 79<t 


J J i 


1970 


FG 


20,630 


347 




" u . 


3,0$2 


305 


1971 


«■ FG 


. 23,355 


' 195 




U 


3,250 


113. 


1972 


FG 


*22,123 


342 




u 


* 2,546 


310 


Total 


FG 


17,346 


$,7.08 ' 


1967-72 


U 


2,261, . 


1,450 








\*4 . 



Source: 



Michael* Wiseman, "The Alameda County Welfare Sample: 
Graphs, Tables, and Stories, 11 Department of- Economics 
Wotking Paper No* 80, University of California at ' " 
Berkeley, July 1976, pp. (Henceforth cited as 

"Graphs/ 1 ) ' a V 
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them about case histories and families on welfare than might havfc been 
anticipated. The Alameda County Welfare Department throws away little; 
each file w^s. a complex collection of caseworkers comments , information 
on services received, payment data, police records, gossip, and marginal 



nates by caseworkers. It was possible to train ^readers to develop from 

V 

these fragments a relatively complete case history. ^We collected^ata 
on factors missed by the mechanistic approach of other welfare surveys. 
Needless to say, elaborate precautions were taken to assure that the con- 
fidentiality of this information was respected and that^no way of con- 
necting the collected information with the recipient family 1 was possible. 
Following collection, the data were "laundered" by an extensive 
^ system of checks on internal data consistency, record composition, and 
transcription aGcuracj^^Detailed information on file composition and 
information callecj^d is available f roim the author 



V 

C. Families Receiving Welfare 

The Alameda County Welfare Sample was designed in" part to allow 

estimation of * the number o£ families actually receiving AFDC payments 

* " ♦ {- 

during a calendar year. To qualify^ for aid, AFDC families must be in 

** " S ' 

serious need. If the number of families^ receiving aid during the year 
is substantially greater thaa t-he caseload at any point irTltime, this is 

•evidence that a substantial number .of families v in Alameda County live on 

• 4 ■ ^ ' 

the margin of welfare. For them public assistance provides an important 

buffer against common events. Because of the presence of this group, 

* * * 

small changes in eligibility conditions might have important effects on 

caseload size. If the number of families receiving aid during* the year 

is only marginally greater than the largest monthly* caseload (it ob- 

viously has to be somewhat larger) , then the number of near-poor is 

* ' * - 
perhaps less significant, and -modest increases in the^ generosity of 

eligibility standards are less likely to affect the caseload in any sub- 

stantial way,. k ' 

Bradley" Schiller has argued that the number of families receiving 
* * * 

welfare nationwide in any particular year is as much as 50 percent larger 

yr 

than the average monthly AFDC caseload. His estimate is based ,on 

analysis of official 'figures on i968 caseload levels, monthly accessions 

to welfare, and an estimate of the numbef 'of families which experience 

more than one spell of welfare during each calendat year/ } 

v Schiller^s estimation procedure begins with the number of AFDC 

cases nationwide at the end -of 1967. To this he added all cases coming onto 

the rolls during the following year anHymbtracted an estimate of the ^ 
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number of cases which came onto welfare in 1968 after having l?een on 
earlier in the year. His estimate bf 'the number of cases which experience; 
more than one period of dependence during the" year is derived from an 
'HEW survey of recipients, , < 

Schiller's procedure probably produces an inflated estimate 4 of the 

i iV 

number of families actually -receiving >eneffts* As both Rydell, et al. , 
and my own experience in Alameda County indicate, . many o'f the' case 

, r 

actions that get counted as, accessions to assistance in the official statis 
tics do not begin witli^ircumstance^ttel^a recipient family themselves 
would term being "off wgJL-fSfe." As I will sho^later, there is a sur- * 

praising amount of movement from one program to another in AFDC that^ while 

■ * r — 

counted in official statistics as simultaneous terminations^ and additions 

\ / T 

to the rolls; does not really constitute \h£ addition of a new family to 

the^ rolls and which would probably not be countfed as involving a period 

of/ welfare by^ the recipients .goiqg through the transition.' Also, sgme 

openings and closings are the result of technical problems related Xo 

recipient compliance with regulations and similar matters. " These factors 

may produce "closures 11 whl~€h last for only £ week. It is 'doubtful that 

recipients would report, this administrative ^churning 11 when asked to - 

tell how many times they have been on assistance during the year. In 

i 

shorty the spells that recipients recall^ ancf wfiat^ffie ^welfare depatt~ * 

Jc \ 
ment's and HEW ! s records show may be ^entirely, different things*.' 



Using refined data 4 from county files, it is possible to duplicate 

4 - 

Schiller 1 s method while adjusting for part of the problems describe^ 
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above. * I use data for 1972, since as figure 2 indicate^, 1972 was a year 

of moire-or-less "steady state 11 conditions in the Alameda County welfare 

system. The computations are outlined in table. 4 below. My estimate 

Q t - 
starts, as did Schiller 1 6, wi'th the caseload at the beginning of the „ 1 

1$ - ' - * 

year. To this I add all cases which opened during the year, I sub- - 

tract from openings total cases added 'which* were termed "restorations 11 

and "other transfers" by the county welfare department, "Restorations" 

' are families off for a sufficiently short time to make detailed review 

of eligibility unnecessary. In some cases they have been denied aid to 

force compliance with ^departmental regulations, "Other transfers" are 
w 

families moving from ^one program (say FG) ta the other (U) • 

TABLE 4 

CALCULATION OF TOTAL CASES- "ON WELFARE^ IN 1972 * 

w i ^ 

Cases open at beginning of -year - 24,732 . 

• Cases added during 1972 13,191 - 

Minus restorations and intra-^ 

program transfers 3,162 

Total' 34,761 

^ Monthly Average", cases receiving ' . 

• , - assistance. ' 26,056 

• * * V ^ , * 
Ratio, total cases open, to monthly 

average t 1.33 ; • . . 

My ratio is less than Schiller f s estimate of 1.50, yet I have 

I * 

not adjusted for tbfe number of families experiencing two or .more distinct 
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welfare spells 1 during the year. Such adjustment would red.uce the ratio 



further. «^~«sft. A**" 



Fox ♦neither -figure or Schiller's do we have a standard of cdmparison. 
As I will show below, wejiare families enter and leave the codnty regularly, 
just as do nonwelfare families. Suppose ft was possible to calculate the ratio 
of all families who live in Alameda County .at^some time during the yeat to -£he 
average number of ifhits , resident there. How\big would the ratio be?* I have no 
idea, but I^would hardly be surprised if it was of ,the same orW of" magnitude 



asi.33. 



Direct estimation of the number of families on assistance at some 



time during the year f rom ,the sample permits explicit adjustment ,f or 
families on assistance more than onef time. The metho<J/femploy isj^esi: 
explained through an example. Suppose' the average annual casel<fad is 
made- up of i.00 households, and the households are evenlv>dtvided between ' 



two 



> types. Type one households stay on we5*a«e-fbr precisely one-half 

year, from January to 'June' or from July to Deeember. Type two households 
. ' t ■ 
* . * * * * 

are on all year. Under these circumstances any cross-section sample will show 

the 50-50 division of the caseload between families of each type. However, a 

couj&t^mafhtainecTtrom beginning to the end of the year -will reveal that in 

' * ' ' . - / 

fact 150 families received welfare, and two-fthirds of them were of type two. „ 



1 



An estimate of total families on under. this, circumstance is made'from cross- 



section data by multiplying the share of-£ 



jt he' group by the invers£*of the proportion Ipij thfe "year member:; 



average. caseload accounted for by 
of the group - w 



are on welfare and then summing tjie estimate for all groups, 
households this is 50 x 1-1/2 - 100; for type two households 



♦For type qne 
i:he corresponding 
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A 

number is 50 x 1/1 = 50. Summing the two provides the final estimate of 

\ 

.the total number of families on assistance- during the year — 150. 

4 n 

"WT&E that the "cross-section data" referred to in the preceding 
paragraph will be hard to come by, 'since they must-provide a reliable 
representation of average caseload composition and include data for each 
case on number of periods of assistance during the calendar ye^r* 

In the Alameda County Welfare Sample, data twere recorded for 
the total monJms,-on welfare during the calendar year for families in 
each yep^s sample/ Since, as described earlier,* the allocatidti of the 

s^mfJles by month within each year conformed. to the monthly pattern of 

. * * i 

caseload size, these data can be manipulated In ^the same way as was done 
for the example above. I have tabulated elsewhere the distribution of 
families in \each sample by months on welfare in the calendar year of 
their sample. On the basis of these data, ^estimate th^t the total 
number of families receiving welfare at one time or another dur^g 
1972 exceeds the average monthly caseload%t th^end of each month by 
about 22 percent. ; For 1970 and 1968 I'getf^'the slightly higher figyres 
of 30 and 29 percent, respectively. It is not surprising t;hat*the ratios 

l ^ H 

are higher in 196$ and 1970 than for 1972; both of the earlier years weVe 

* * . * * 

periods of rapid caseload expansion. * Under "such conditions the number 

of^lamilies receiving welfare is certain to exceed average caseload size 

by a substantial amount. * , 

i How much confidence do these figures justify? Each is based on, 
V < 



a sam 



le and is Sensitive to the estimates of proportions' of cases an 



by month. It turns out that most cases are on all year — 70 percent in 



1972. The estimate of'total cases receiving assistance is most sensitive 

o this proportion. Allowing the estimated proportion of cases pn -all 
year to vary by dfie standard deviation and distributing the change 
evenly across all ot;her Categories, the estimated "multiplier 11 f§ctar^ 
ranges Only from .12 to .30* Thus, these estimate are consistent with 
thosfe calculated using official caseload statistics (recall the "true" 
figure should be slightly less than 1133), and afe reasonably well identi- 
fy.- They are theoretically superior. My conclusion is that Schiller f s 
estimates of the numbers of families receiving welfare during the year to 
the average annual caseload are not applicable to the population I have 
sampled. 'I am certain this^r^&ult is true^ f or Alameda Cgunty: 1 suspect 
it is true foo^ the nation as wel*^ * • 



j 



" III. Demography of the Reload * 

- . , \ ' . I 

The period 1967-73 was marked by growth of the caseload in Alameda 
County to point of virtual exhaustion of the .eligible population. • While 
this "exhaustion" came about primarily* because more people came^n to the 
jrolls, it is also true that regulation changes, especially those related 
to the definition of unemployment suitable for qualification, for AFDC-U 
and those related to treatment^ earned .income by recipients, reduced the 
size of the population eligible. In this Action I describe the conse- 
^ ue ^cer-fo^^ecaseload of these trends, 1 first summarize changes in & 

— -r- JL * ' 

1 • — — — — — 

family composition an* then deafer ibe AFI5C~mOTirers-^ 



♦ * > 

^Only a small fraction of'the statistics calculated from the< County - . 



Welfare sample are repol 



J^n_a2£2^P an i°n Paper I>have printed all 
of the data on which ihese generalizations are based/ 




A.' Family Composition / 

- . j — s • „ 

Most of the interesting questions about the composition of families 
on welfare concern (1) the number of adults present, (2) family size, and 
f (3) the, proportion of .fAmiJies with children under kindergarten age. I 
shall discuss the related policy issues in connection with illustration of 
the^phanges in these factors in Alameda County.' 

1. + Adults present in the household. *In table 5 I have tabulated \ > 
the proportion of FG cases with males present in die household," the 



) 
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TABLE 5 

ADULTS PRESENT IN THE HOUSEHOLD v / 

(Numbers in parentheses are standard, errors of the estimated proportions) \ , 



Proportion of FG Cases 



Year 




With 
Adult Males 


Without 
Adult Females 


• Cases without 
Males 


1967 




.07 


.00 








(.01) 




(.01) 


1968 




.11 


.03 


.09 






(.02) 


(.01) 


(.02) 


1970 




.12 


.03 s 


.04 






(.02) 


■ (.01) 


(.01) , 


4 1972' 




.13 


.03 


.05 




* 


■ (.02) 
r 


(.oi) • 




\ 

SOURCE: 


Wiseman, "Graphs," p. 


12. " , ' 


r 

i 



proportion of-FG cas£s without female k adults in the household", and the 

proportion of U ease§ wi£hout fathers. The, first number tfs tabulated 

^ s ' «*. ( « 

to emphasize »that the stereotype of the AFDC-FG family made up of 

only .a single woman and her children fit& most, but not all of the c^fees 

in the county caseload. There is some evidence here that the^ proportion of 

the AFDC-FG caseload made up of two-parent families is increasing. If the* 
men in thes£ cases, are the .acknowledged father of the children present, 

then they must be disabled. Otherwise they are "nonadQptive 11 stepfathers 

or men otherwise assuming the role af .spouse. As column two indicates, 

there appears to ho no significant change over time in the proportion of # 

• * \ 

AKDC-KC cases headed by single men. , . 
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A surprising proportion of AFDC-U families do not include fathers. 
On occasion this comes about because of clerical error and misclassif ica- 
tion. People at the county welfare department tend to treat the U-FG dis- 
tinction much ipore casually than do outside researchers, in part for rea- 
sons that will be discussed in section VI below. However , the great ,% 
majority of AFDCi-"U cases without fathers are the remnants of desertion. 
From experience the county -welfare department has found that fatheVs 
leaving their families are likfely tio return in a relatively short time. 
For this reason a family deserted is held in the U program for two or 

- ;< 

three months before a formal re-designation occurs. The fact that at any 
time about one case in 20 on the U rolls is missing a father even though 
administrative procedures allow this state to endure for only two or "three 
monttis suggests an alarming rate of family fragmentation* More evidence 
is presented on this matter later. ^ 

2. The size af the family budget unit. As table 6 indicates, 
the size of the average family units receiving assistance in Alameda 



county in both the AFDC-FC? and the AFDC-U programs declined staadily over 
the period covered by the sample. ' It is possible that this decline is 
the result of conscious decision of mothers on AFDOFG and parents in 
AFDOlf families to have fewer- children, or to at l^fst spread t^ie^ir period 
of childbearifrg over a longer time. An alternative hypothesis is. that 
this decline in FBU size is simply the result of the change in the age 

accompanies its "explosion." Evidence 



composition of the caseload that 



on this issue will be presented after discussing the age and pregnancy, 
status ol AKDC pothers. 
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TABLE" 6 



NUMBER OF PERSONS IN FBU 
lumbers in parentheses are estimated standard errors) 



Year , . Prjggam 

FG 



1967 




' 3.8 
(1.9) 


5.5 • 
(2.1)*- 




1968 


* * 
* 


3.8 
(2.0) 


• 5.2 ' 
(2.1)- 




1970 


' *. 


3.6 
' (1-9) 


4.7 1 ' 

(i.9> ; 




1972 


• _ ,< 


3.4 

(1.7)' 


4.5 - * 
(1.9).' 


* • 



SOURCE: ^Wiseman, "Graphs;" p. 14. . * 

3. Number of v families with.small children. Mother with pre- 

<* » - 

kindergarten aged children are. generally exempted from work registration" 
and job seafch requirements. In table 7 I have "tabulated the proportion 
of FBU' s which include children less than five years old and ttie proportion 
with children of grade school age or less. I include in bpttrclassif ica- 

« 1 s. 

-^t±on8 mothers r who are pregnant, regardless of the ages of any^children al- 



ready born."* While there is some e^idetjce in .the ^able.that dlje proportion 

» ■ r *>- * ' - • 

of -families with very young children *is..declining, no significant changes 

have occurred. Over half of all mothers in the "AFBC-FG pxpgram have children 

too young for 'kindergar ten; „ almost 90 percent have children young enough to 

req\iire supervision if *he mo.thc^ or father Is expected to be away f or ex- 

tended periods pt time. . 
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/.. , Table 7 • 

AGES OF CHILDREN, FG PROGRAM 
(Numbers in parentheses are estimated standard errors) 



' Porportion of Families with Children* 

t 

Year < 4 , < 12 

j ' * 

1967 , .57 ' -88 

r * (.03) - (.02) ... 

1968 .59 , - .89 

(.03) - (.02)* 

1970 .56 .87 

(.03) (.02) . 

1972 .53 .89 

(.03) (.02) 



Source: Unpublished tabulations, Alameda County Welfare 
Sample 

*. Includes unburn children when mother is pregnant. 



B. Characteristics of Parents 

Growth in the»caseload has been associated with movement on to 
welfare of families younger, better educated, and more likely to be 
white' than was tr^e for the typical case in 1967. Mothers in AFDC 
families. were jnore, likely to be employed 4 in 1970 than in the years be- 
fore^or after. These changes are illustrated in this section. - ^ 
In most of jny tabulation I concentrate on the characteristics 
m of mothers in the cases, regardless of whether the family is receiving 
• assistance under the FG or the U program. Where possible, -f^will also 
summarize the data available on fathers in the AFDC Caseload for the 
characteristics I discuss. ' ~ 
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1." Age 3 education, and rape. Table 8 presents the, summary sta- 
tiBtics which support the generalizations confeernlnfe age, education, and 
racial changes made above. My "white" tabulation does not include whites 
with Spanish surname. The actual division of t\\p AFDC-FG program in 1972 
was 53 percent black, 5 v percent white with Spanish surnamey*4^percent, 
other white, and the remainder made. up of Oriental, American Indian, 
gypsy* other groups. As the proportion of the" FG population made up 
of white families h^s expanded, that of both the Spanish surname aftid 
black families has .declined . Basically, the same demographic changes 
have occurred in the AFDC-U caseload*, but throughout the period whites 
have made up a larger proportion ot that group. , 

There were insufficient families with' men present in 'the AFDOFG 
sample to draw reliable inferences conf erning^the characteristics of metf 

in this group. Over the period 1967-72 the, characteristics of fathers 

f - S 

/in the AFDC-U caseload have changed in the same way as those of AFDC-U 
mothers AFDC-U men are more likely now to be white, to have a high 
school education, and to be younger than was the case in 19^7. AFDC-U 

+ r * v ! * 

fathers tend to be older than AFDC-U mothers (58 perpent were, less than 

30 in 1972, compared ^to 73 percent df the mothers) and ate slightly less 
likelySnflbe white. Racially mixed couples in^AFDC-U tend to be made lip 
of a' black, father and white mother. * r 
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TABLE 8 . " • . 
* 

SUMMARY OF CHARACTERISTICS OF MOTHERS, AFDC FAMIL^S 
(Figures in parentheses are* estimated standard errors) 



ft* Proportion 
Program Year <30 Years 

' v . Old 



FG 




' 1967 



1968 



M970 



1972 



1967 
1968 
1970 
1972 



Proportion 
" -White 



.49*^ 

.50 
'(.03) 

- .52 
(.03) 

.56 
(.03) 



.57 
(.03) 

.66 
(.03) 

.67 
C03) 

.73 
(.02) 




C 



.36< 
(.03) 

.39 
(.03) • 



' .38 
(.03) 

.33 
(.03) 

.47 
(.03) 

.47 
(.03) 



Proportion' 

with 
12+ Years 
Education 



.34 
(.03) 

.39 
(.03) 

..46 
(.03) 

.51 
(.03) 



.38 
(.03) 4 

.36 
. (.03) 

.49 

.53 
(.03) 



r 



Source: -Wiseman', "Graphs," pp. 18-20. 
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i, 2. The incidence of pregnancy. The decline in the average age 

of AFDC mothers over the period suggests that part of the reduction in 

» 

average family size may be only a Jtransitory phenomenon. I have not 

> 

undertaken a detailed analysis of fertility of the women in, the Alameda 
County sample, and I have no data" on desired family size for 
women in this group. I did collect information on the proportion .of 
women in each group pregnant at the time of the sample. These data are 
presented in table 9. As the table ^indicates, there has be^en no signi- 
ficant change in the likelihood of pregnancy among AFDC mothers in 

* \ 
Alameda- County . It is possible that as average age begins to climb the 



average size of these families will start to grow again 

9 

TABLE 9 



18 



MOTHER PREGNANT AT, TIME OF SAMPLE (PROPORTION). 
(Numbers in parentheses are estimated standard errors) 



Year 



1967 



1968 - 



.05 
(.01) 

.08 
(.01) 



If 



.15" 
(.02) 

.14. 
(.02) 



Jtr 



1970 




.07 

;(.PD 


: -.14 * , 

r '(.02) - 


1972 


}" •' ■-. \< 

i ) 


.08 

(.01) 

#i 


,14 
(.02)9 


SOURCE: 

4 


1 * 1 

Wisjeman, "Graphs*/ 1 

> * 

1 ■ 


r r 1 -— 

P* 22. 


r 

1. 



/ 3. Employment of recipients. The results of multivariate analy- 
sis of the sample indicate that, other things-equal, sgC* AFDC family " 
headed by a working adult is much more likely to leave welfare and poverty 
within the near future Jthan is one headed by an adult who is' not Working 
outside the home.. 19 In describing AFDC regulations in the first section 
of this paper, I argued that work incentives incorporated in the regular 

t " " ^ * 

tionsfor earnings treatment progressively enhanced work incentives for 
AFDC-FG mothers over the period 1967-1970 and then reduced them somewhat 
after October 1974.. For A^DC-^ fathers work, incentives have been eroded 
throughout the period here, both by the constraint imposed on the defini- 
yion of unemployment satisfactory for eligibility and by-increases in , the 
payments level associated with welfare. • ,. 

In table 10 I have .tabulated the proportions of ajiults in the 
sample with jobs during the "sataple month." Three, things stand out: 

C . ' . 

* * f ' 

TABLE 10' ~" * 

. , ' .« PROPORTION EMPLOYED OUTSIDE OF HOME AT TIME OF 

(Numbers ^in pa'rentheses are estimated standard 

* ""i 




Year 



AFDC-FG 
Mothers 



AFDC-U 
Mothers 



"AFDC-U 
Fathers 



» J 

196? . 


1 

..13 
(.02) 


': ; .07 

J (.01) r 


i ' ■ 

1 17 ' 
(• ! 02) 


1968 . 


.18 
.(.02) 


/ ■« ' 

<.0i>. ^ 


"Tlz 

■ ; (.02) 


1970 


.22 
(.02) 


]■ .08 
(.01) 


■m. 


IM72T 

5 > 


(.02). 

, ' ! ■ 


.Oft * - 
(:01) 


-.118 
(.02) 

. * 1 



SOURCE: Wisemanj, "Gr^fe$," pp. 21 and 38. > 

^ ' ' i-- > rJ-i r- i 
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(1) the proportion of AFDC-FG mothers working declined significantly 

between 1^70 and 1972; (2) the proportion of mothers in the AFDC-U pro- 

* ** 
gram who have jobs did not change over this period, and (3) the propor- 

tion of AFDC-U fathers with jobs did'not diminish in 1972, despite the " 

• * 

» * •« 
change in the guarantee and reduction in the hours rule. 

' • * ' I 

Numbers like these are hazardous and are to be interpreted- wi^th 

caution. Other results of mine show that in fact there was no signifi- 

cant reduction between 1970 and 1972 in the likelihood that mothers in 

"20 

£he AFDC-FG program who did not have fobs would, take them. Therefore, 
these statistics must mean that the CWRA altered^the likelihood that <* - 

.-mothers would be able to simultaneously work and retain welfare. This 

& 

result was the /produbt of both the lowered "breakeven" point for welfare 
eligibility and, I shall show below, tighter treatment of work expenses. 

« The high proportion of fathers inj^the AFDC-U program who w^r| 4 
employed in 1972 is" something of a mystery fof^^^ic^^I -h^ave 6nly*&n uj^- 
tested hypothesis to offer as explanation. During this peri6^,th6 100^ 
hours per month Work restriction was waived. for fathers in/onrche^job y 
training programs. It is possible that this route out of welfpir^is a V", >' 

5T | - % ' j > . ' 

common one and accounts for the, substantial proportion »of father^on^ 



* t. 

iA 




Job «in 1972. Results of multivariate analysfs do not reveal any inA .M* "*r 

crease in the likelihood that fathers without lobs will take tahem as*4 

• 1 

* 21 ' r 
result of the CWRA. ; , 

IV. Administrative Discretion j % 4 



i 1- In section 2^ I pointed out three important procedures in which 



istrative discretion could affect family' eligibility and welfare pa^ments^ : 

ERIC 



1H> 



/ 



•<9 
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greater frequency of need citation' in 1967 probably indicates tihat. the 

county was simply more .generous when it did hot bear all the costs of , 
! * ' 

such allowences. An alternative explanation is that typical families 

' • * * * - 

- hack more exceptional needs in 1967, 1968, and 1970 than was true ^or 
the 1972 caseload, but there is no evidence' tp support this contention. 

— - 

The procedures were those for assessment of family assets, special needs, 
and work expenses* ^£ nce the % sample described in this paper was only of — 
families already on welfare, I \ave no information on variation over time^in 
intensity of asset eyaluaticm on welfare intake* Likewise, I *Bt) not have . in- 
♦ formation on variation in the extent of special need evaluation on intake. 

However, the sample did produce interesting information on the extent of * 

. „ * \l ' 

special need identification among families on welfare and variation cgggx time J 

# * ** ' ~~ 

in granted wor{c expenses. , * r 

o Special Needs. As described above, county ,wel'f are departments in 

California can identify certain exception family requirements over and above 



those included in the county's basic standard of adequate care. These . v 

special needs raise the maximum level of nonwelfcre income allowed the fam- 
ily while still on welfare and in some causes increased welfare payments. In 
table 11 I have reported the proportions families on the AFDC-IfG and U 
? , caseirolls in Alameda County which had special need items cited in the case 

budget. r ^ i . , • - 

The fable indicates that special nfceds were cited much niore frequently 

t 

^ J . "before 1971, when the California Welfare Reform Act shifted responsibility for 
ecial nedc payments to the counties,, thtn^fras true afterwards. Since the 
constant-dollar standard of need 1 and maximum aid payments for families In 
Alameda County, wore, not much different in.1972 than was the case in 1967^, the , 

a^-!. ' ' V -\. x . '.. ■". J 24.2 




1 * 



- ,1-.- 



Table 11- 



"•it* 



■ -PROPORTION. Q| C-^ELOAD* WITH ^SPEG^KEED" v 
..XNumbers in parentheses"- are estimated standard errors) 
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Year 
1967 

1968 

1970 

1972 




AFDC-FG 

.29 
(..03) 



s~ 124 
' (.02 



J .26 
(.02) 

.06 

£.01) 



AFDC-U > 

.20 
(.02) 

.17 
(.02) , • 

- -19 v 
. (.'02) 

.02 , 
(.01) / 



'Source: Wiseman,- "Graphs," p. 43. 

, 4 Treatment of. work expenses. In se^on^tW& ported out that'be- 
„„cause of the procedure for payments calcu^on the amount of work expenses 
, acknowledged by the county in benefit calculation^ has ^levered" efftect 
. on the' "breakeven" point-the level of gross earnings at" which payments de- ' 
cline to zero. Since work expenses are a matter of considerable caseworker 
discretion, it is possible thTt changes -in work incentives installed by ; T 
•', legislation ijn the Uc p'aymjents calculation procedure are in part-offset at, 
' the lodal Wei by corrections in allowed work expenses. I n ..this section, I 
will shbw thak *his has been|\n fact the case in Alameda. County. Beyond this 
point, <E "wilt demonstrate that a celebrated legal challenge to the California 
Welfare Reform Act, Cdnover b. Halt, probably hurt-recipients more than it 

• ' i 



helped them.' 



I i 



*erJc 



2'43 



\ 
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Equation 8 below, is the result of a regression of allowed work/ 
expenses on gross earnings- for all working recipients in the sample for 
whom data on work expenses wa*s available. The equation includes no infer 



cept for the reference period (January 1967-June 1968) and no dummies to 
*£fUow for separate intercepts for subsequent payment regimes; A standard 
F-test on an equation in which these terms were included indicated that 
they did not significantly improve *the fit of the regression,.' Their 
estimated coefficients .were very*small. " 



**iTork expenses = # .30 EARNINGS - .07 D x x EARNINGS 

granted ^ > ( _ u(>1) 

benefit calculation 



' .11 D 2 * EARNINGS 
(-3.08) 



, 16 D 3 x EARNINGS (8) 



(-4.21) 



« r 30 

where EARNINGS = gross earnings in March 1970 dollars 

, 

= date of observation budget-' 

1 if 6/68 < DATE < 1/V§ 
= 0 otherwise 



DATE 
D, 



1 if 1/70 < J)ATE < 9/71 > 

0 otherwise 

1 if 10/70 DATE 
0 otherwise 



r 



n = 203 m 



R* - .29 



1 o 

ERIC ' 




24 



!! I 



1 * 



1 > 



In table 12, I have summarized the coefficients of equation (8) 
and have reported the estimated standard error of the regression for 
each period. Thes.e were taken from results* of separate estimation of 
the work expense-earnings relation for each of the subperiods. ^As is 
evi4ent f torn, the table, some heteroscedasticity is present. In ^>arti- 
cular, the residual variance for the.last period is significantly greater 
tl\an that for th^ one preceding* 



4 



TABLE , 12 



THE WORK EXPENSES-EARNINGS RELATIONSHIP OVER °TIME . * 



Time Period , 



Estimated Work 
Expenses Granted 'per * 
Dollar of Gross Income 



Standard Error 
of Regression 



1/1/67-6/30/63 v 
7/1/68-U/30/70 
^2/1/70-9/30/71 
10A/71-12/30/73 , 



.30 
.23. 
.19 
M4 



^3 
- 44 ^ 

63 



SOURCE: Calculations J>y author from Alameda County Wel- 
fare sample. \ **• >> 
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There are at least three important messages in table 12.- The 
first is -the familiar one that before Congreas ac^ded the $30 and 1/3 work 

disregard to the AFDC payments calculation procedure the county apparently' 

% ■ 

provided some, work incentives'through liberal treatment of work expenses. 
The early period was by a substantial margin the most generous with lfegard 
* ; to alfdwa^ce 'lox^x^/ The second is that part of the work incentive. 

t * created, by .introduction and libieralization of the work incentive provi- *• 

• - <& * * „ — 

^ions was offset by a downward adjustment allowances for work expenses. 

^* * The smaller standard error seems to suggest that some standardization may , 

have .also occurred. Third, the restricti&n of work* expenses allowed in / 

October 1971 contributed tax the reduction of work incentives brought about 



?1 

•by the California Welfare Reform Act. However, this reduction was accom- 
panied by a significant increase in variance of treatment of work expenses 
across cases. \ 

A good explanation of the post-CWRA results in table 11 comes fron 
the litigatipn history of the Act. As proposed by the Governor and passed 

*. or 1 

by the legislature, the Act contained a provision standardizing work ex- 
peases at a flat $5Q for^ach recipient working £ ulL time. As "written, 
this restriction was clearly inconsistent with the Social Security. Act. 

2 thJt 

to remain unchallenged and unaltered in expectation Jthat they would, once 



There is some evidence th^/t opponents of the bill allowed such provisions ' 



-dm^leinepted , be promptly challenged, declared inconsistent with the en- 

rT^ . *. , ' 22 

• abling legislation, and dropped.. / , 

* 'This expectation was justified. A challenge to the regulations 

* ' standardizing work expenses was filled almos-t immediately upon implemen- 

a t»it loft or tho.CWRA provisions. K Ait injunction was obtained jwhiclK forbade 

» i * 

• •» ■ - - 1 \ ' „ ' * 

ERJC"^ • * ./ . . 246' * : • \« 
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use of the standardization procedures. Before the CWRA all working reci- 

v ' J"* ^ 's • • * 

pipjnts\I\ad routinely W<j| $25 of monthly income discounted f or Vork ex- • 

penses. The result of the Condver injunction' was* that for a y$as jthe 
county allowed no\tandard work expenses at all*X While recipients with 
exceptional work expenses (some people in our sample reported work .ex- 
penses in excess of $200 per mpnth).were prdfected by tfie action, table 12 
indicates that by and latge this injunction probably hurt. . ^ " 

To summarize, my results lend further support to those who argue ^ 

<s> * > 

' * 'A ^ 

that the AFDC system provide some financial incentives to those capable 

of_ working even before such procedures became part 6f the law. . They 

> T< _ ( ; ( - v 

indicate that the increasing incentives cheated bf changing payments ' , ^, 

* * ' * 

/procedures between 1963 and 1971 Wfcre iiupart offset by ^tightening of \ 

work expenses allowances. Thj> 'data indicate that working recipients 

were disadvantaged by constraints placed on Benefit calculation proce- ^ ^ 

dures imposed 4uring the £onovev litigation. JElsewhere, * 1 have st^ng^X" 

^ * ,* , \ - \ ' 23 

that the $50 standard deduction* would hav$ on average benefited recipients. t 

"The results for "special needs" and work expenses, indicate that the we^ : £a^e 

^ system became much mdre restrictive in 1971. These Changes wete apparently 

not substantive enough to reverse the demographic £rends cited earlier. ^ 

» ~~;^=4- • . * . a *. ■ • ■ 

^ "\ V. Case Background / A 

" t 

The ^sOrameda^County Welfare 'Sample reveals a nuilfSer of interesting 

\ *■ 

facts about tmkwelfare history of families on the roll%. I begin my 



data by commenting on tfte circumstances under which v 



discussion of thea 



Welfare mothers first came onto welfare, then consider the*numb<M: of s 
"T times each case had been open prior to the point of ithevsample, and finish 



■ ERJC v 



/ 

\ 
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w^th data on duration/of dependence. In this section. I will S^vide some 
• evidence -to support an earlier contention that thfere is a difference be- 

/ . 7 

tween the number of /"openings" the county reports for cases and the num- 
bpr of actual 'spell^ of assistance they expedience. 

A. Mother's States at Original -Case Opening 



I have classified mothers in t\$k AFDC system on the ttasis'pf 



ir situation at the time the original opening of th^ir c^se in Alameda 
County. While more elaborate schemes have been employed,, my impassion 

* is that the important distinction to be made is between* mothers who came 

' % - • -> / / - f " ' • * 1 . ' " • 

on within six/ Aonths of the bitfth of their first;child and mothers who 

. 1 < / , ■ / " , 

came ori to welfare at some latter point in their lives* Wom'en^tn the 
/ ! ^ / • 

/ j V / ' ' » ' * - . . % 

first group tend* to have little work experience and usually no experience 

4 ' i /*•'■'"■" ■ ^ ' 

living indpendeirfly .» those in the latter. ^roup have, in general, r lived 
part of their adult i*ve's outside of the welfare system and have ex- 

^ perienc^d self suppe/^t, either^on their own or in a- marriage. These data 

; ^ I ^ " / : . *> ' ' 

are weak because /for case^Xin .which families' moved into the county, it fc 

iwasx^ome times y wit to Identify what the mother's status was- when she 

S i / * \ ' ■ ' " ^ ' ' -* . 

first came^ojn td welfare.* For,.what they a*e worth—and I believe they * 

^ * are worth something — the relevant proportions jfrfe reported In table' 13, ; 
_ * - - ■ * 

/ - Table 13* indicates that" there has, apparently '"been some increase 

C , ' since 1967 in the proportion of eases with mothers* who came on to wej- 

•fare yithin six months of thfe birth of the first child. This increase 

is particularly pronounced in the AFDO-tf sample Since it is possible 

for a 'father with no work experience to qikilify for AFIXMJ in California, 
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^ ' TABLE 13 ' ^ 

PROPORTION OF CASES IN WHICH MOTHER CAME ONTO WELFARE 
£ -.WITHIN 6 MONTHS OF BIRTH OF * FIRST CHILD ^ 
(Numbers itf parentheses are estimated standard errors) 



.Year FG 



1967* * % 23 , .26 

(.02) (.02) 

1968 .30 .33 

(.OZ) ' C.03) 

197(JV .27 .28 

(•02) (,02) 

.1972 V .'29 \ - 43 

~(.02) * J (.03): 



SOURCE: ^Wiseman, ^'Graphs," p. 24. 



therse data may indicate fhat the decl^Lnfe in* the AFDC-U caseload between' 
19 70 ap d 1972 left as a residual a large number of cases with young couples 
forced on to welfare and pferhaps into marriage by a pregnancy. 

The increase in' thfe proportion of cases coming pn at whatsis demcj- 
g^phicaily speaking the first opportunity raises tfie disturbing possi- * 
bility that Q the number of cases coming onto the A rolls that are the product* 
.of • inter generational transfer 'of dependency is increasing. In other 
words, -these mothers may have been raised themselves'dn AFPC cases. *My 

data on this critical point* are not very good, but they .do not support ; 

* ' • \. 

the hypothesis that the proportion of mothers on the * caseload now. who 
were themselves In AFDC families as children has gpne-up. I estimate • 
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that about 9 percent of the mothers in the^FG program and between 7 and 



S percent of those in the' U program were raised in , families k that received 

J ' 24 / 

assistance wh^ffi they were children. As could be expected, 4 this percentage 



dropped to 3 in 1970 in the U program as the caseload temporarily Expanded 
to include families of. men on strike, and others who had been independent 

for sometime prior to their brief weflfare experience, » 

• \ ^ , 

These numbers do not? rule' out Jthe possibility that Alameda County 1 

welfare system will in the future come to be increasingly devoted to the 

• • - - ;* 

needs of the children of its past clients. It is simply tf>o soon to tell, 

B. Number of Spells on Public Assistance and Other Case Actions 

Generally speaking, there has been no important, change over £he 
-period cohered by the sample in* the proportion of the* caseload made-up of 

families who have been ori^assistance* only one fime rather than many. In _ 

> 

tabled 14 I have Wovided ' the usual* breakdown of families in^the 1972 aase- 

x ~ • ' * ■ / \ • . 

load by number of^spells on assistance. m A "spell" is a period of welfare 

%• * ' * 

receipt separated from others by at least a month of independence. The* 
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♦ TABLE 14 . 

NUMBER OF SPELLS ON WELFARE PRIOR TO 'SAMPLE MONTH, 1972 SAMPLES 
t (Numbers in parentheses are estimated standard errors) 



P.rogram * 

*- 


Number 


of Spells 


and Proportion of 


Sample 


1 

U 


2 


r 3 




AFDC-FG 


. .65 - 


' .20 


.08- 


r 

.07 






• (.02) 


(.01) 


{.01) 


AF1KMI 


.01 


■ .21 


( .07 ' 


* .11 




. (".03) 


/(•02) 


•(.oi)- 


. (.01) 



SOURCE: Wiseman, "Graphs, 11 p, 30, 



implication is that slightly less than two-thirds* of the mothers in both 
t programs have only been on welfare one time; sightly more lhan 15>r- 
cent have been on four or more times. Note again that my concentration 
is on the mothers in the cases. -In consequence, only the last of the 
succession of shells tabulated need. necessarily be dn the indicated pro- 
gram. A mother can, for exampV start out in an FG case, marry, and 
transfer to U. 

^ In table 15 I have tabulated 1972 'cases By the number of case 
actions. A case action is an opening or a closing within either the U 
or FG program.. Since all cases in the sample are on welfare, the number 
•of past case actions must be odd. Tw\> things should be notecl here.- ■ 



• j , TABLE 15 

NUMBER OF' CASE ACTIONS PRIOR , TO ,197.2, SAMPLE,. YEAR - (PROPORTION) ' 
./(Numbers in parentheses are estimated standard errors)" " 



Program 


>* 


Number of 


Case Actions 


• 1 


1 


3 


' -5 


7+ 


AFDOFG 


.58 
—(.03)- 


.22 

U02)' 


.09^ ' 


.10 
"(.02X 


AFDOU ; 


.44 

- ' (.03) 


..25 
(.02) 


\l0 
'(.02) 


.21- •* 
(.02) 













SOURCE: Wis ema^ /Graphs," p. 29. - *- 

4 \ 1 

4 

I ». * / 

First, the proportion of cases with only one case action is signifi- 
cantly less in both pr6grams than is the proportion with only one spell 
of dependence. This comes about because of .the administrative factors 



£ 



cited in connection with derivation of my estimate of .the number of cases 

« • * 4 ^ " 

ever on welfare and, particularly for the FG caseload, because some women 

• * * 

who begin welfare in a family on AFDC-U subsequently transfer to TG * 
following desertion by their husbapds. It is this type of movement that 

rendered the Schiller ' turnover estimates invalid". Second, in 1972 about 

: - . • ' 

a fifth of mothers in the AFDC— U program had experienced* seven or more 

changes in status of the type, associated with" case actions. If each 

opening-closing combination constituted -a distinct spell of assistance, 

this group wtftffd be ijentical'to fhe 4+ spell classification in table 14. 

The difference between the 21 percent in the^last category in J table 15 

and the 11 percent in the corresponding category in table 14 can be 

attributed to either inter^rogram movement or to administrative factors 

associated with temporary noncompliance &x similar matters. Below^I 

will show that interprogram movement is probably the more important 

" « 1 *- • • 

explanation. *, , I 

C. , Duration of Publ io> Assistance % ^ 

^ — - ^ » 

I have interpreted tKe^rapid ex£Snsion of the caseload that 
occurred thrbttgh 19^0 ^s" the consequence of expansion~bf the casjSlftad 
into an eligible populatioj^that had ^eretpfore not, for some reasoft, 

taken up> assistance. This should have initially produced a°decline in 

' ' * .) \ » '<* 

the average duration of public assistance^ue^Bipt for families in the 
caseload. As the new families began to "settle in," the dura t ion \figure 



should rise unless the new families exhibit much higher turnover than 

wa£ the case for typical families on. assistance before the expansion. 

* * 4 . 
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TABLE 16 

r 

• DURATION OF DEPENDENCE j 
(Numbers in parentheses arfe estimated standard err.ors) ' J 



Current Spell* 



All Spells 



.Program Year 



Average 

Duration 

(months) 



Proportion 
>5 Years 



Average 

Duration 

(months) 



*Proportdon , 
>5 Years 



FG 



1967 



1968 



1970 



1972. 



32.5 
(37.2) 

30.8 
(40.6) 

29.8 
(39.2) 

39.4 
(40.6) 



.15 
I (.02) 

.14 
(.02) 

.12 
(.X)2) 

.19 
(.02) 



45.9 
(47.3) 

48.4 
(52.2) 

42.1 
(47.1) 

i 

50.8 ' 
(45.2) 



.28 
(.03) 

'.26 
(.02) 

.21 
(.02) 

.30 
(.02) 



1967 



' 9*5 
. (10.2) 




1968 • ,9.5 
* 7 ""(10.2) 



1970 
1972- 



8.0 
(11.3) 

15.5 
(14.8) 



0" 



.01 



2 m 

'(25.4. 
' 23.1.. 

(24.4) 
(26.3) 



.09 

-(-.02) 




SOURCE: Wiseman, "Graphs," pp.. 27-28. 
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Table f6 indicates that* average duration of both current spell 



and welfare history for mothers on welfare fell substahti^y^^in^^?^ — — ^ 

^^^^^^^ -^-—-^ ^ ^ ^ ' V f-j- ^ 

and has, since that time, risen. Clearly, duration of. current spell of 

• welfare dependence is much shorter in the U caseload than is the case 
for FG. *t)nly in 1972 did Che average duration of current spell of de- 

^ pjendence rise to more than one year. However, there is a -much' more sub- s 
stantial difference between total time on welfare and total time' on wel- 

* fare in the current spell for U cases than is true for those on FG. A, 
mother in a typfCal U case during most 'of the period covered here would * 
have been on welfare more than twice as long all time considered than, 

v 

the duration of the current spell would indicate. Again, recall that 
t;he current spell covers all* time on welfare up to the sample data which 
was not interrupted by at least one month of fndependence, regardless of 
*»_..program. . ^ ' « "'V 

• I . • 

* VI. Cas e, Movement 

• 1 \ ' '. • ' - — : • s 

_ As the -last step in my survey of changes in the Alameda County 1 

caseload, I consider' movements of families from dependence and between 
ptbgrams. I discuss crude termination and recidivism f igures^f irst 3nd 
then turn to dafa on interprogram transfers. The data indicate that 
turnover is substantial. I find what to me is an extraordinary amount 
of movement by mothers between U and FG status. 

A v Termination and Recidivism . /. x 

tn table 17 1 have tabulated crude termination and recidivism 



rates for households in each of the four samples discussed in this paper, 



TABLE 17 < 

'TERMINATION and. recidivism rate over one year horizon 

(Numbers in parentheses are estimated standard errors) 
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■ Program 



Year 



Proportion of Cases 
Closed after 1 year 



SOURCE: Wiseman, "Graphs," p. 51. 



Proportion of Closed ' 



FG 1967' " 


.24 
(.02) 


.28 
(.05) 


1968 ' - 


.19 
(.02) 


. ,24 
J^05) 


1970 

* 


.17 
(.02) 


0 

.14 

' ' . (.04) 


: 1972 , 

I 

* \ 


* .27 
(.02) 


.09 
(.03) 


U ' 1967 

A ' . *' V 


V 

.38 
• (.03) 


.43 

7 ff (.04) 


• 1968 


.30 
(.03) 


.31 
(.05) 


^1970 


. .44 
(.02) 


.19 ' 
(.03) 


1972 

» 5 


.46 
(.03) 


" .28. 
(,03) 





ERIC 



255 



-246- 



The table is constructed tjf confotiiKto the' fallowing conceptual experi- 
ment: Suppose the reader were to randomly .select cases from the caseload 
during each of the four years indicated. What would b,e the proportion of * 
those cases off welfare at a poijit twelve months later? -f^hat proporjifcn 
of those cases actually off would return at any time during another twelve 
months? The first column provides my estimate of the fijst probability} 
the second column is my estimate of the recidivism irate, 

» . 

A couple of things stand out in table 1/ First, closure proba- 

K 1 \ 

bilities for 1972 wfere at all time (for the period of the sample) highs, 

i 

l FG closure rates significantly increased between' 1970 and 1972, U closure 

* j - * / < 

rates stayed the same between years but tfris^ln itself is remarkable 

given tjiat closure rates in 1970 must be fexaggerated by the presence of ^ 

y • . , • . - ' -k 

a number of GM strikers in the sample. Second, for the FG program, reci^ 



divism rates have significantly declined,! 



For the U population, the 



recidivism rate was lower in 1972 than in 1967, but it wa£ greater than 

had been the case" in 1970. Again, this njay be the other side, of the 

P 

"strike effect 11 alluded to earlier. 



I have termed these tenjvfrnation 



nd recidivism rates "crude," 



Each figure 'ha\ significant faults/ >The| termination figure i$ faulty 

s > ■ *~ • 

because.it includes as closures some ca^es in '.which the family moved to_ 
other forms of assistance (Social Security, for example) or to welfare 
in othet counties. Movement to other forms of assistance, generally is 

* * / 

not what people who talk about welfare turnover think such terminations 
represent. The recidivism figure faulty for one of the same reasons: 
Some people who leave welfare ieavef the county. If they come back onto 



-247 



welfare within a year, the fact^will not be recorded in Alameda County 
data. 

How significant are these problems? 4 All % told, 108 of the 342 
cases, in the 1972 FG sample left AFDC at some point during the year* ' 
.following ttuAase sample month. . Of "these 108 departures, 10 percent 
involved a jnove <out of jthe county, 12 percent were associated with a 
change in family composition not necessarily producing an improvement in 
family resources, and. 6 perq&it involved a shift to another form of / 
assistance. Ttiess figures are^fi6F~clImuTaTrtvet~s©me-cases involved 
changes of several types. The point is that leaving welfare is not 
always leaving, poverty. ' . 

B. ' Interproqram Movement 



■ People at the county welfare department tend to treat the U-FG 

.distinction as not much more than an accounting convention, this project 

was initiated under the assumption that the two programs serve largely 

distinct populations. That working- hypothesis proved to be wrong. 

To give an impression of -the interrelation of the two programs, 

I have tabulated the proportion ormdcners "in^each program who would 

have at some time during their welfare experience prior to Marctf 1974 

experience. in the other program. Seventeen percent of the mothers in 

' • • *■ 

the 1972 FG sample-are, recorded by the county welfare department as having 
. ***** , i - 

had or to have in the future a period of assistance as part of an AFDC-U 

case. This pro^ion has been rising steadily*? 8 Only 11 percent of" the 0 

mothersJLn_the-l9.67 FG sample were ever .recorded in a U case." The 

figures are more dramatic for AFDC-U cases. - Tliirty>t$ne percent of the. 
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\ . 



mothers in the ^mple of families receiving assistance through AFDC-U in 

* * 

1972 Jiad been or would be at* one time part of an FG case. 

. » - 

Although a small amount of movement from. t°he FG to U caseload 
\ ....... 

does occur as father returns or disabled fathers are declared ; f it to 

work, most of these c^n^s are shifts from U to FG. . About 22 percent 

of the cases picked up in the 1972 ITVsample rfad shifted to FG by the'end 

ft the year*. A similar proportion was recorded for the 1967 and 1968 

samples; for 1970 ^proportion fell to 16 percent, presumably again 
*\ • 

because of the unusfual composition of the caseload in that year. 

In a few of these cases, the father had already left by the time 
of the sample month, and the transfer represents s-implywan-adTOinistr^-"" " 
tive acknowledgement of his- departure. In others! the transfer results 
from development of a disability by either the father or ""mother. "Vhe 
major cause, however, is desertion. One* of the reasons for. addition 
of Congressional provisio^for the U program was to remove the incentive 
allegedly created for family fragmentation when welfare was available 
/° nl ? t0 £ f 3011168 witho ^ father^ In light of this intention,' the - 
substantial -separation rates these data reveal^ present something of a 
paradox. ' , 
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VI h Summary 

« 

In this paper I have described the growth of the Aid to Families 

* < ■ „. . * t 

with Dependent Children caseload in, Alaihedja County -over they decide 
which ended in 1975. ,the following facts anc} conclusions- seem most im- 

poirtant. ° 

x 

1. TfieTbasic "need" standard for public assistance ykider w AFDC 
did nbt change for most families throughout this period. I hav^pon^ 
eluded that the major portion of caseload growthand change must be at- 
tributable to expansion of the "takeup" rate among f amiliea^financially £ 
and demographically eligible. The principal exceptions to this conclusion 
are the result of (a) tighter work/ job search, requirements for welfare 
eli%ifeles, especially after 1972, y (b) the progressive restriction of the 
unemployment definition used for establishing eligibility of two-parent - 
families for the AFDC-U program, and (c) the reduction in expansion and 
(after 1£72) constriction of the range of earnings over^ which recipients 
could report and retain welfare eligibility. While all of these changls 
had somfe effect on the caseload, the dominant factor in the reduction iti */ 
caseload growth after_J^70 was exhaustion of the eligibles pool, 

2. Administrative ^c tor's play an important role in AFDC eligibil*- 

ity determination. I have emphasized the importance ;of identification of 

"special needs" and measurement of work expenses ^ in eligibility assessment 

. \ . * 

and payments calculation. I have found evidence that the frequency of 

special needs identification was much higher at the beginning of the period 
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; analysed than at the end. I have also shown that work expenses were much • 

r • " " * , * - 

more, generous^ allowed in 1967 than was M: rue" in 1972. My impression is 
• >t • * « * 

that the county^ is* much more 'rigbrous in application .of regulations de- 

tdrmining eligibility and payments now than was the case ten yeaTs^ago. 
S ^ nd * C Si cer ^ ftl y sliPPed in 1970, but much of this^as a result of 
the overwhelming^lood of new applicants for AFDC during that year. If 
the "exhaustion" story is correct,' the experience of 1970 will never bl ^ 
repeated. / 

' - v / • - V 
. , An additional test of-Ehe^ "exhaustion" hypothesis is provided by 

the most recent recession* ,By any measure j^he recession Which began in 

the fourth quarter of 1974/and reached its trough in. the first quarter of ' 

1975 was far worse than the recession of. 1969-1970.' Nonetheless, the 

• i & • 

t » 1 ■ 

effect of rfie recession ojh the caseload was astonishingly small, as a ^ 
•glance back at figures 4 afld 5 will indicate. ^ ^ 

3j> Administrative changes, partially offset the effect of legis- 
lated Changes in earnings "disregards" on work 'incentives, ky data in-, m 
dicate that Alameda- County responded to the introduction and v subsequent 

j • r 

liberalization ^of the work incentive provisions of the 1967 Social Security 
amendments by reducing allowed work expenses for working recipients. It is^ 
my ppinion based on this research that recipients as^a class would be better 
off with -a flat work expense deduction. Certainly suljh a system tjould .save 
a significant amount in administrative expenses. As it is, therfc ^s a gross 
disparity, in work expenses granted from one recipient tg the*" nexf^and no 
recipient knows in advance of taking a job just what will and will noj, tfe* 
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4. The, monthly accounting convention in AFDC is a potential - ' 
source of horizontal inequity between families with erratic incomes who 4 , 
can achieve eligibility for a few months of the year despite relative 
large annual incomes and those whose steady but low incomes deny elig- 
ibility by being marginally , above* the needs standard .every month. My 
results indicate that this cannot be a major* problem under exising regu- 
lations. The number of families receiving welfare at any time during the 

year is only slightly Cver 20 percent greater than average monthly case- 

/• * " + 

load size. Turnover is simply not that- great. If the standards (includ- 

• * * * *> 

ing the assets te^^^gr ,A^DC-U were not so strict, this might not be 
the case. Indeed, I find more turnover In 1970, when the AQXMI eligibil- 
ity standards 'were more generous, than was true in >1972. By any reason- 

able standard the AFDC-U program v is not by itself an adequate program in 

> , * 

income supplementation for p6or two parent families. But its improvement 

*«? ^ 

must involve more^fhan easing the restrictiveness of the unemployment test 

or loosening ttfrg assets standards. Aoihe Way of curing the myopia of .the 

* - ^ 

accounting procedure must be found. . „ 

5. * v . The caseload at the^end of the period covered by the* sample 
used^hexe wa^ made up of families with younger; better educated heads than 
was true at the beginning. The new case for AFDC in 1970 was mtich more 
A likely~ to .be^headed by a young white adult with a high school education 
,than was true of cases already oil welfare. Along with younger heads came 
smaller faMly size. It is not clear whether the decline in average case 
size is the result of lower fertility or simply only the product of the 
change in age distribution. - 
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6. I found what appeared to me to be an exceptional amount of 

movement pf mothers between the AFDC-tt and AFDC-FG programs. In Alameda 

County' it: is inappropriate- to view the two programs as serving distinct 

%\ 1 5 ' • A Z 

populations. By 1972 almost 40 percent of mothers in AFDC-U cases had 

/ - •> ., 

- already or would within the next three years be receiving assistance 
through AFDC-FG. 
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. CHANGE AND TURNOVER IN A WELFARE POPULATION* 



Michael Wiseman , — 



I, Introduction * * 

Analysis of the effect of income transfers on household behavior 

ft * 

has until recently been carried out almost exclusively in a comparative 
static frame,work. The spirit of the analysis is simple enough: Households 
are first modeled as making labor force participation decisions by compar- , 
ing the marginal utility of earnings from labor to utility lost by forego- 
ing "leisure.'" The household's allocation of time given wagd rates and 
other' income in the -absence of transfers is then compared to the allocation 
taking place when a system of transfers is introduced. Because of the in- 

V * 

come effect of the guarantee and the price effect of the implicit tax rate 

, > * 

embodied 4 in most income-conditioned transfers, households are expected to : 
reduce labor supply **hen.such programs are made available. The analysis 
leads to a prediction that because o*f labor supply effects the budgetary 
cost of increases in income-conditioned transfers will be greatjp^ than ^tjie 
initial increase in* income they bring about. Experimental evidence suggests 

' ' ■ l ( 1* • " - 

that such effects are^ likely to be small. * * 

This approach seems appropriate if most poor households would, in 



the absence 'of^po^licy designed to supplement the.ir. incomes, /stay-in need. 



But if poverty is a t^ansi^pt phenomenon or .if the' object of policy is not 
onlyto supplement income but to move persons out of dependence, ijt 'i^ 

t . ' . . - / 

important to consider; not only the immediate effect of transfers on behavior 
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but also their effect on changes wfcich o'ccur over time in household well- 
being. Thus the issue becomes one not of, comparative statics but pf com- 

ft , 

parative dynamics. In this context analysis of transfer programs requires O 
a model not only of choice between labor and- leisure but also a clear 
understanding of the cycle of persons and families int-o and out of poverty f 
and the role of transfer program^ in alteration of such movements. Prop- 
ositions ^bout these dynattic changes are difficult to deduc e fro nt proposi-,." 
tions about household preferences. They must rest in large part on infor- 
mation about the events that surround movement into and Qut ,of poverty by 
real families. 

v The Aid to Famines rtith Dependent Children (AFDC) program is a 

natural place £o .begin looking for information on household dynaitvics' in a 
population for which transfer policy is relevant. Surprisingly, only a 
very modest amounfof, data is available on AFDC recipients, even though AFDC is 
«the income-conciitioned general transfer program that reaches the greatest number 
of nonaged l6w income families. Tfie U.Slfjlepartment of Health, Education, and 
Welfare does on occasion collect crosS-section information on demographic char- 
acteristics of ^recipients. LittleJLs collected in the HEW surveys oa past bis- 
tories of welfare families, and information on what happens to such families after 
they are sampled can be' pieced together only by crude attempts to match 
cohorts in one year's -samplfe with corresponding cohorts in data for preced- 

, ~ing or succeeding years. Da r ta, from outside the "administrative structure! 
of AFDC is also sgatse; as large as the program is, most nationa l sample s 
of households include only, a few families on AFDC. In many data se'ts — the 
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census public use samples, .for example — it is difficult to separate AFDC 

recepients from those participating in other transfer programs such as 

general assistance. .Those looking for more detail on changes in the 4 

situation o£.such_£ami ( lies over time are, as a result of these deficiencies, 

3 

forced to collect their own data, as? in the New York RAND project, or to 
rely on pseudo-longitudinal files that are either daated or of questionable 

ut . . ■ ■ - » 

quality. 

There are political reasdns for the lack of information on AFDC. 
The program is operated by the states and in some cases by counties within, 
states. In general t^he states do not have a strong "incentive for gathering 
detailed' data on welfare recipients or on the population "at risk" of wel- 
fare .dependence. Data collection is also hampered by a general attitude 
that^Jthe AFDC system is "bankrupt 11 * and should be replaced by something more 
comprehensive. This seems to be a consequence of the movement for welfare 
reform during the ^ast few yeafcs*; Welfare reform enthusiasts have tended 



to describe proposed changes in national transfer systems as "revolutionary." 
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The notion that FAP or any other AF&C substitute is radically different from 

current programs tends to have as a corollary the implication that research 

on the present system is unimportant. If research is of little value, so 
v . ' ■ + ' 

are tffe data for that research. * 

Reflection shows this to be nonsense. Any welfare reform sqheme^ 

must involve in large part the same families that are currently served by 

x ' 
\\ 

AFDC. Few of the problems encountered in the existing welfare reform pro- 

* 

gram with work incentives, accounting, fraud, and eligibility determination 
will vanish when the- acronym for ^welfare is altered. And casual observation 

• • to . : , '. • '4 
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indicates that, despite all the sound and fury about welfare reform, AFDC 

« » 
* • 

lives on, and on. ^ 

This paper will attempt to r£foeus the attention of people pon- * 
4 cerned about income maintenance >and poverty on AFDC. My proposition is the 
simple one that a great deal can be learned about movements in and out of 

poverty- and the effect of family characteristics, external factors, and 

• •«*» 

policy on such movements by looking at >what happens to families on this 

^) _ — 

kind of welfare. I shall attempts proof by, construction, or, to use a 

term more in turn with--the times, by demonstration. I .concentrate in 
this paper on factors associated with Ifeaving poverty and welfare depend- 
ence. Considerable emphasis is , placed on detection of program effects pn 
the changes analyzed. The population "atwrisk" and factors which bring 
pebple onto welfare for the first time or back once they leave are not dis- 
cussed. To sbfae extent the characteristics of all families "at risk" of < 

- dependence can be inferred from those .who have taken up welfare* I hope 

$ . 

to take up the recidivism problem in a later paper. 

,» , 

In section II below I ^riefly review the structure of the AFDC 

r 

system. I argue that changes injthe program over the past few years 
have, at least in CaliforHia^been sufficiently 1 large to provide data 

! on the effects of changes in transfer policy oil household behavior* 

4 I ' 

In section III, I describe a method I have employed for obtaining from 

' ' . \ ' * / ^ 

welfare data from Alflifteda County, California, information on family 

characteristics of welfare recipi^rjjfes^ncjgMvements to and ftom depend- 
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\ section IV the methodology for multivariate analysis of these data is ) 



ence by welfare <red^ients in the AFDC-F^J^} AFDC^U programs. ' In" 



S % f 



' 1 t : J 

■a . . • f; • 

• - • ■ « 

outlined. Results for families on AFDC-FG are presented in section V, - 
and^fhe result's for AFDqrfJ axfe in section VI. The paper is concluded 

with- a ^ summary <& conclusions and recommendations for future research. 

"7 ' ' 

I am anxious that my concentration on welfare terminations in the 

material which follows not fee misinterpreted. I personally bjflieve that 
if both movements to and from welfare are "good" things. Movements onto aid 
are gortd things because families accepted to welfare in Alameda, bounty 
are generally in desperate circumstances. Once on welfare thApaymen^r" 
they receive plus the bonus value of~foodstamps and other services ttSe^ 
county provides approximate the poverty standards. As a result of elig- 
ibility determination procedures, when a family leaves welfare it has ' 
generally achieved ajiving standard above the poverty level. Looking at 
terminations from welfare under these circumstances is similar to looking 

i 

at movements out of poverty. I shall show later in the paper that 'the cases 
in Vhich the welfare interpretation of case terminations is ambiguous, or in 
'•which movements out. of poverty are not associated with- leaving welfare can 
be handled --.really with these new data. The, point 'is that it is poverty 
and not welfare status with which I am ultimately concerned. 

***** 

II. The Welfare System * " * "^X^ 

The Aid to Families with impendent Children program has changed sub- 
stantially in California oyer the past decade. It is^IosJiBle that'these, 
changes have been su&ficiently pronounced to influence* the bahavior of 
persons receiving assistance and to provide "experimental" information of 
the effects of such changes. \ In fhis -section I will briefly describe the 
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AFDO.progrigk outline alternations that have occurred in it in the recent 
past, and speculate on the effect of the major changes identified Q^^hSuse^ 

holds receiving assistance.* I will "concentrate on th<TSt§ars 1967-73, since 

~ - > '< ' > / 

it was during this period that most significant changes^ccurred. 

A. Determination of Eligibility ' * . * ' 

AFD£ was established in the Social Security Act of 193#. The program 

is ^operated by ^the^states (and^ in some states, through county governments) 

under federal guidelines and with considerable federal cost sharing. *The 

federal government sets 'general demographic standards for admission to the 

program (or, more precisely, for those, cases in which federal f ixisxicj^^^^ 

participation will occur) and for measurement of income in eligibility and * 

payments Calculation. The exact amount to be paid eligible persons and 

the income and other resource standards used, to determine eligdblity matters 

'are left up to the states* 

Families seeking assistance through AFDC are required to me'et 
both demographic and resource standards for eligiblity. The key demo- 

graphic restriction is that the family must Include children under 

\ ** _ 

twenty-one years of age. If both parents of the child or children are 
present in the family, one must be disabled or Involuntarily unemployed. 
Mothers in f emale-headfed families with no chilcfcren under School age 
and the unemployed parent in families qualified on th6 basis of. unSmploy- * 
ment' are required, as a conditiofi of eligibility, to register for work at 
local employment offices and to /undertake retraining programs when they 
are available .^Families ^ay qualify on the basis of unemployment of either 
the fattier or the m'other,' • but the overwhelming majority of pas s es involve % 
jobless fathers. m x ° 



The resources standard for AFDC e^igiblity involves both income and 
assets. To obtain assistance, family income minus, certain allowable work- 
expenses must be less^than a standar^of »need/ ; 'The, need standard is 
an estimate of the cost of a minimum standard of^iving and varies accord-- 
frig to family composition and, in Cal i f or nia^ore October 1971, location. 
Like all other state's, California combines the income .test with assets 
•restrict^ thaT prevent payment of assistance to households ,with certain 
tyoes of wealth.- The AFDC program is fundamentally a "guaranteed consump- 

rather than a "guaranteed income" program; low income is a neces- 
sary but not a sufficient/condition for benefit receipt, it. is pre * 
sumed that"f ami lies should support themselves through asset liquidation * 
when such means are available. . ^ - * 

Movements onto welfare are typically associated with either a 
change in household composition or are the consequence of a loss of income. 
Common composition changes are those involving a birth out of wedlock to 
a woman previously off welfare or the desertion of a family by the .father. 
These events usually cause 'income available to the family to be Insuffi- ■ 
cient for needs~an3 make the "new single-parent family eligible" for welfare r 
Common income changes leading to eligibility are the result of loss 4 of . ^ 
>Qb, inability to find full-time work, or inability to earn a sufficient" 
amo^ni^when working; to cover needs.. Cases qualifying on the basis of par-. 
Cental unemployment are included in the AFDC-U program (U is for unemployed 

parent) -cases qualifying on other grounds are included in the AFDC-FG 
(family group) program. All AFDC-U • families include* or have recently in- 
eluded both-parents-the y :are "headed;- by males. . T,he major portion of FG ' ' 



families are headed by single parfchts, most but not all bf whom are females. 
Two-parent 1 families in which one adult is disabled make up the .remainder of 
tli^ FG casefoad. * { 

B. Movements Between Programs and Off Welfare * 

* * • i 

Once on welfare it is possible for a family to shift from l the U to 

the FG program or fronf FG to U if a parent leaves, returns," or becomes dis- 
abled. - The distinction between the U and FG programs is maintained because 
• » • , 

inclusion of "unemployment 11 as one of the grounds for deprivation sufficient 
♦to qualify families for assistance is a state option. Fewer than fralf of a^.1 
. states have such programs, but mo^t large states, including California, do. 
* , Movements from welfare /an involve loss in eligibility because of 
demographic change or occur because income from nonwelfare sources rises to 
exceed the standard of need. Such changes are frequently interconnected. 

( Both resources and composition change, for example, when a welfare mother - 



* marries a man with a good job who v is willing to adopt .her children. One. 

• * * " *• 

well-kno x wn anomaly in the AFDC system is that resources are evaluated dif- * 

ferently on intake to welfare Jihan! is the case ince a family J.6 declared 

1 eligible for benefits. In determining eligibility, earnings net of certain 

work expenses ^re summed tifith other' resources for' comparison with the stan- 

/ . t * \ • '* ) >J * 

/ / i *• t 

dard bf*need. Once eligibility is established^, "jiet inc&me" is calculated- 
*\ ' . • ■ . 

^ by : subtracting woi;k ^expenses, the first $30 pernnonth of /earnings and j 

\ one-third^of gross earnings about $£0 are deduced. " It is only when tftts 
I amdunt ejfceed^ the Itandafed bf IheecT that eligibility is lost. As a result, 



eyen when^heir earnings reach, levels that wefojd deny •eligibility on initial 
intake^ah^ exceed of ricial povejbty standards. "Payments are related to the 



difference between a family's standard of need and its income adjusted by 

*** 

both work experience and the disregarded* $30 aft$ cme-third of gross earnings 

abftve $3"0.* Actual payment calculation, is describe4 below, 
* *« 

C» Program Changes, 1966-1975 " 

The AFDC program in California has changed substantially over the 
past r ten years. Some changes c have occurred becatrse of federal action and 
are common, to all state, programs; others have occurred only in California. 
a " 1 Changes in Demographic and .Behavioral Restrictions . * 

The principal changes ifi the demographicTTequirements for program to 

0 

participation have occurred in the definition of "unemployment" suitable 
for establishing, deprivation and in the work tests applied to "Welfare re- 
cipients. Before Nox&mber 1> 1969, a family cpuld qualify for assistance 

on grotm^s of unemployment^ if t\ie father or mother had involunarily worked 
less than _T73 hours in the month prior to application. This was' reduced °* 

- / . . ' 

to less than 152 hours pci November 19§9, to 130 hour*% in July 1971, and to 
the current* restriction of less than 100 hours per month or 25 houre per 
week by j:hanges brought about as a result of implementation of the 'Cali- 



fornia Welfare Rfeform Act in October 1971 



Clearly the early standard was 



extremely generous, making California AFDC-U something almost "equivalent to 
a negative tax plan. Welfare wor^^registration and twining- requirements 
were increased over the period 1967-1973 'both as a' result of the Wprk In- 

•/-/••. I i< ■ './. ' J. . .' .-.•/ 

centive/ Program originally introduced with the SbciaJ^ Security amendm^afcs 
of 1967 and the revised WIN II program that followed in 1972.* 



i * For families ever attaining eligibility, the progressive tightening 
of' the standards for eligibility undeT the U program should reduce, ceteris 
paribus, the likelihood o'f a father working while on welfare. ' As the qual-^ 
ifyirig definition of U is reduce^, even marginal jobs will be more likely 
tb* bring about eligibility loss. The effect on likelihood of termination 

of the changes in. the U eligibility depends upon (a) Whether or not the 

■ * *. , 

family is capable of reaching a u standard of living which it views as superior 

• > . • • * 

to tha/ available with AFDC when the- unemployed parent works, and' (b) the 

work history patterns which typically. led" to independence before .the hdurs 

restrictions were applied and tightened. If families cannot do better* than 

the yelf are living stanc^d on their ovrn, the unemployed number may defer 

taking a job which would l^ad to Ipss of eligibility. After .1969, and 

S m ' 

especially after 1971,- this meant all but* very short-term employment had to 

be foregone. For such families I would expect the eligibility standards 
changes to reduce both the likelihood of iob taking and, in consequence, . 
".the lik«Lhood of leaving welfare v , * 1, { 

* •_; If 'most families on Assistance because of unemployment^ leave poverty 
thrdug^ .a discontinuous leap -to full-time jobholdLng, the hours reduction 
. in the AFDC-U unemployment stahdard should make no'diff erence to their pro- 
pensity* to da so. If the Snore qommon pattern involves initial part-time 
"work followed by gradual progression to full-time employment and eartjings 



con- 



In excess oi: welfare /living standards, the reduction t will, have- greater 
sequence The cdh^raction of the AFDC-U unemployment standards will, in 
thiscask, increase the cost of the intermediate s.tage »i£ the move do in- , 
dependence. • 'By so doing, the likelihood that such moves will be undertaken' 
at all is probably jre'duced. ' '*„'*... 



^ The changes in work registration and training* requirements are 
unlikely to have had much effect on recipients before % 1973. Imple^enta- 
tiori took a long-time, and training opportunities were frequently in 



short supply, *Jn general^ failure to satisfy the work registration/ 

t 

training requirements of WIN does not disqualify a family for welfare, 
ht s v imply brings about deletion of payments for the recalcitrant labor 
force participant/ However, such requirements should increase the rat6 
„ At which families leave nelfare by reducing th^ benefits gained from 

staying on, the "gradualist" model of labor force participation out- > 
lined above is an accurate description /or behavior, the WIN system may 
help bring termination in a positive w^y ( , since persons involved, in oti- •>> 

' * . - - • J- V/; 

the- job training are frequently exempted from the maximum hours rule. - ^ v ^$ 

'2. Changes in Payments. f 4 , ' 

Payments to families on welf are^ wh^Ji have no other income were de- , 
termined throughout the period 1966-75 by a schedule of maximum aid pay- 
* ments in wt^icfy the state would ^ifiancially jpartjLcipate. * ''his grai^t wa 



«»~— : — : 

supplemented after 1968 by food stamps, and in addition f rom 1966 low incoipe 
families, including those jon<public assistance^ould obdain medical dare 
at low or no»ddst through* Medi-Cal, the state's- version of the national 



T - 

Medicare program,, - , 

r" • ■ ^ . • • 

.The* state did not change its basic, standard of maximum aid from 1951 
to 1971 • As a result, in real, terms tha. standard was^ declining .through the 

1 ' • " iJ J '•' *.'*[• 

first four years of the period studied here. The payment standard jtfas-eii- 
hanced substantially in June and October of 1971. The first change re- 
suited from pressure from the^U.S. Department of Healthy Edueatiop. arid wel— , 

fare and others determined to force the^ state to N adopt a cost-of-living ad- - 

* " « % 

justment procedure for welfare, benefits. The October change was brought 
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about by the California Welfare Reform Act. 



Between 1968 and =1971 the food stamp' cos\*^ched)fle was adjusted 'at more 

./ v -- u • — ■ * , ' ... 

• or less .'regular, intervals for changes cost 'of living. These changes 

offset the decline in the real value of maximum aid payments so' that the 
sum of the basic welfare payment plus the cash, value of the food stamps which' 

- recipients 'could"o^tain stayed virtually constant in real teipp. This 
"guarantee" jumped in 1971 and t'hen remained, approximately constant through 

^to the end of 1973. In Figure 1 I have plotted, the constant "(March 1970)' 




1 9 tfi* 

* R E A L VALUf OF AID PAYMENTS ■ 
* ' FEMALE' HEADED FAMILY OF THRE^ 

V . • . . ■ 

Figure V 
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dollar value of the combination of welfare payment and food stamp bonus 
value for a family of three* throughout the .period. " 



f 



if 



4jMy conclusion is that there occurred .only one substantive change 



in Welfare benefits during the entire period 1967-1973. This will I 

f — ' * - } « c 

prove important for the analysis which; follows later in the paper. 

9 

3. Changes an^ Treatment of Earnings and Other Income. 

In contrast to the lack of change in the "guarantee 11 for the AFDC. 
sy^lrem in California between 1967 and 1973, a number of alterations were 
made in procedures folr adjusting grants on the basis of earnings and other 



income, of welfare families. The time petiod is usefully subdivided into 

four payments "regimes'." 

• Procedure i. Before July 1, 1968, all earning^ net of involuntary^ 

deductions (i.e., those for social security, authorized work expenses', 

childcare,* union dues arid the ^ike) which exceeded tffe difference between 

a family's calculated "need" and* the maximum aid payment reduced aid pay- 

ments dollar-for-'cfolla^. Since wo^rk expenses tended to rise with earn- 

• ^* • 4 \ v 

ings, the welfare w t*ax rate", wh£n .calculated on t*he basis of gross earn- 

■ • ' : % ( * *i ■ 

ings was^not the legendary |0Q percent, but it*was substantial, especially" 
since during Jthis early period the I gap between "ne^ds" and maximum aid ^. 

4 was not significant... Income frtffifrother sources — absent father payments*, 

. • ' * • • # . - . 7 \ ' * L ' «" ' 

. ATD payments to adults in ib.e -family, etc. - — reduced maximum aid payment 



dol 



llarf- 



••1 



fot*rdbl{Lar. *.\ 



* . I' 



« « 



f 



•.. ■..(. . ■ ■■' ' 
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Procedure 2. The 1967 Social Security Amendments authorized' states' 
, to begin 'disregarding part of ^earnings, of AFDC recipients in benefit cal- ' 

* 

culations as a work incentive. After July 1, 1968 , Calif ornia counties began 

calculating grants by (1) computing net earnings—the difference between 

v . I * 

gross earnings and work expenses and involuntary deductions, %2) subtract;-** 

ing from net earnings $30 per month (for full-time workers) - plus* one third 

of the difference between net earnings and $30, and (3) reducing the maxr 

imum ai3^payment dollar-for-dollar by the amount that the figure calculated 

in step (2.) exceeded the difference between need and maximum aid for the 

"fanrtljr. The consequence of this change was to increase the maximum amount m 

of -wagep and^ salary 0 a family. could receive and retain welfare eligibility, t 

Income from other sources continued to be treated as before, * 

s V * 

v * ' Procedure 3. Due to the Sacramento County Superior Court * s*clecision ^, 
iij Nesbitt u Montgomery^ after Februqjy 1, 1970 'the treatment of earnings 
was^hanged again. Step (2) in the*.j>rev^usj procedur^was altered so that 



f 



the difference between gross and net earnings in excess of 



the one-third of 

$30 per monrth was decju^ted from earnings before pkyments calculations were 
made. This change raised tlhe "breakeven"' point— the level^of .earnings at 
which eligibility was lostr,: ang lowered the loss in benefits assocdatelkfwitK * 
each level of \earning§ *b§low the, breakeven amount. Work incentives were ■ * 

futther enchanted because t^e "need" standard was periodically adjusted dEgr *> 

changes in thefcost of- living, wlile the "maximum aid" standard was not.* As ' 

** •- • I 4 , * . ,"H| • § «.« ' •', • • * ; * 

the gap betweeh the two inc||easedjL the range of earnirigs permitted while 



„, IXig-ibility^a^ta^'d' eJarideg ' P I| _ ' || 1 (.; \ >• 



VQrant calculation and /its cdnsequencefe under procedure 3 are best " 



illustrated with"* an example-.- Con$ider a woman witrh two -children age five 
O and ten lining in Alameda County In March 1970. The family's A'need" was 

"ERIC . . ", - • . 280 — V 



j 



estigiated to tft^$270.95 per month or $3,251.50 per year. Her maximum 



aid payment /unchanged in nominal amount within her memory, was $172.00. 
Without work or other income this plus foodstamps v (with bonus value of 
about $40.00 was all she got. 

If she received income -from a source other than earnings, no bene- 
fits were lost until the income exceeded the difference between "need 11 
<And' maximum aid. If she received earnings, her benefits began to decline 
when "countable inco^ exceeded the dif ferenc^.^^l^Co^^hleUr^oii^^a^y 
defined under procedure 3 as gross earnings minus involuntary deductions 
minus work expenses minus childcare expenses minus $30 minus .33 (gfoss 
earnings in excess of ,$30, assuming full~timf> work)J ASsumiqg for simplic-* 
ity no childcare expens^, *$50 per .month in wotk expenses including union 
dues,', and involuntary deductions totalling 1/9 o£ her pay check, this meant 

. that she could earn about $304* per n/onth before suffering any loss of 
benefits and $614 before losing welfare eligibility. Un4er- calculation 

'procedure* 2 the 'corresponding* figures had beeii $2^6 and $545* 
*s I -emphasize: the steps from- procedure 1 to procedure 3 plus the 

( J J 1 • • ; * 

gradual inflatidnL induced ^xpansion^p-f the "'gap between the rfeed ai^'max- 
imum aid figures raised the maximum earnings ci tof f for' welfare eligibility 
"and lowered the average "tax fate" *m*each in tj /mediate level 'of ££#iings . 
At the same time the "gtfaraftjLee" ^remained virtually constant in real terms, 
fs the needs-maximum aid gdp widened, the treatment of income- fro# sourcis. 
(other thap earning was liberalized, since grants .wergfonly vedncjd^ on the 



basis of 'outside income J.n excess of tfie'gap. Ceteri^aribus , the^e changes 
should- reduce the likelihopd of wel-fare termination MiFTb^crease the likeli- 
hood that recipients take : jobs. s 

Procedure 4: On October 1, 1971, count ie#in Calif prtiia, began using 

\ c 4 

the grant calculation procedure authorized by the California Welfare Reform 
,Act. The grant authorized deduction of "countable income 51 directly from 

tnaximum aid. The effect of this Alteration and^e simultaneous increase in 

the maximum aid standard alrel&y described was to reduce the amQunt .of earn- . 

ings which a family could receiye witJh no loss in benefits and to lower the 
'earnings' "cutoff" for welfare eligibility". For ""the sample family described 

above, the cutoff ooint fell to $549.* For all -families the Average "tax 

rate 11 on earnings increased. In addition, since countable income was de- 

/ \ * ,# < 

ducted directly from maximum aid, the "tax rate", on outside income was re- 
stored to 100 percent. , , ' ^ . > 

" I emphasize^: the Step from procedure* 3 to procedure 4 lowered the 

I ) ' . * ' I 

maximum earnings cutoff point for welfare eligibility and raised thW aver- 

.age tax rate on each intermediate level of earnings. At "the same time the 



substantially in 



real terms. Both effects should 



guaranteed wa^ ^icreaseji 
reduce the likelihood of 'job-taking by recipients and of welfare termination 
for families without other income. * 

For families with other soutces of income, these changes 4 should in- 



crease the likelihood sof .termination. Any given ajnount^)f .outside income re- 
duced welfare payments by mote \f ter Octjab$r 1971 than h>ad been tjrie* case be- 
fore. As a result, less was Tost for a family with such income on welfare 
termination, and ^ob-taking incentives were increased. Also, after 



the CWRA outside ^income reduce4*the -range of earnings consistent with 
maintaining eligibility hy mord tfian had been the case before, knd this 
also raised the likelihood of termination. 

Space does, not permit more detailed analysis of these progtam 
changes in this $aper. I have done .this elsewhere. The important point 
is that significant changes in the operation of AFDC in California occurred \ 
over a relatively short period of time from 1967-ttt?*. I have marked the ' ^ 
changes in a time chart in figure 2. These changes provide important ex- 
periments for answering questions in welfare policy, t 

Consider fiifst the F(5 pr.ogram. I* have arguefl that .over the period ^ 

1967'- 71 the basic benefit package available to recipients did not change, 

but work incentives pere^progressively ..iftcreased. Were* these changes assoc- 

f • 
iated with greater likelihood of recipient job taking? After October 1971 

the basic benefit substantially increased, incentives for employment were 

reduced, and modest training requirements, were implemented. What was the 

II 1 j' ' I I • I * i J * v 



et effect of these cLanges on the jlikelihood' 



of jcjb t 



aking? 



The 



1967- 



e changes in |*ork incentives it* the system over the period v 

* * u » I . ^* 

1 were associated with a steady increase in the earnings 1 ^ reakevenT 



/ 



int° for Welfare eligibility. While *%ncreasing work incentives, such a 
shift probably lowers -termination, rates. Was this the case? To what ex- 

/ . . ■ 1 ' V // * . i- - v • i /,', 

tent, was th$ effect of the higher bredkeveft point offset by a greatest / v * 

/ < : 4 I ' • 

tendency of recipients to "work- their/ way off welfare when b^efits^are 

1 " ' " * 9 1 * * 

rt ^ marginal tax vatjes on low l^AielS o^ earnings are small? 



low a 



n/ 



January of 




•Figure 2 

TIME CHART OF NAJOR AFI>6 ADMINISTRATIVE CHARGES 
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* * For the U program I have argued that the alterations in, the- un- 
employment criterion should produce a progressive reduction in the like- 
lihood that unemployed parents in AFDC-U families become employed and, in 
consequence, that such families leave welfare. , Did this occur? To what 

extent was it offset or exacerbated by "'changes the basic payments 

• * 

schedules after 19^1?^^ 

K 

8 

Finally, I have pointed out that the positiv^ effect of having in- 
pome from sources other than earnings op the likelihood of welfare termina 
tion should be greater after implementation of the CWftA than, before. Is 
such aq effect observable? „ " 
These questions are dynamic in focus. They all relate to the like 



lihood of occurrence of changes in family status^ Answering them .requires 
tlata that permit analysis of changes in behavior over time. Suet}, data and 
my procedures for their analysis are described next. 



9 



III. The Data * / 



The changes in* program ad 



inistration arid benefits paid described in 



the preceding section and outlined in ^igu^e 2 provide -something of an ex- 
periment for a limited evaluation of program effects on typical histories 
of persons 'on *welf are. In this section I describe* a sample L have col- 
lected for this purpose. In the next L outline my analytical procedure tor 

- J- * I ' ' - 

identifying such effects. f | 

w J * j * _ 

The analysis in thisll>aper is based x>n a new* sample of welfare data I 

\ . ' A • , *i - - . • j I 

obtained directly from the files of~the'$iameda County, California, Welfare 
Department.' Alameda (Unufty is urban, includes the $.M.S.A. co-central c.ity 
* of Oakland and has the third largest welfare caseload in California. * 4 



In collecting, these dat^ the following procedure j*as employe^ 

» ■ * ^ 

(1) A random sample of* tt\e caseload in each of t"he years 1967 ' to 19£2 

was selected from the accounting records 'for payment's- »made. Tnfe sample was >" ' 
distributed across t!he twelve months of eac^i calendar year to conform to ^ 
the pattern of seasonal* variation in the caseload*. * r 

• £2) . Files for all cases were withdrawn -from storage or, where ^appro-! „ 

' ' " 

priate, from the count? welfare offices. Data fwm the files were employed 

, . * ' v 6 * 

to' collect information on family characteristics, background, and history on 

welfare in <A\am^da County^ An enormous amount of information was disd^yered^ 
in the files, far more than taight be anticipated on the basis of the Quality 
of information on recipients derived from standard sources* « i# . 

(3)/CThe data were jp^ymiz^d', transferred * to coding forms^ arid ■ ^ 
then, key punched for machine analysis. Elaborate attention was paid 
both to accuracy in transcription ancL to protection of the privacy of*. 



the households involved. The completed file consists of 3,158 cases- 3 ?*- 

r 

1,450 households froii^the U and 1,708 from the FG program. - |The niistrfJ 
but ion Jof the sample^ by year appears |^ t&bleUU . \ * 1 1 

(4) The case records were checked exte^Bvely for interrfal* fcon- 



' sistency and errors. ^ *** # 



'Each completed case file includes extensile- data 6q the samp^t^/^ . «, 

' ^' v. " %• 

•household for the eleven months following the date ("sample Jnofctti") for ifoich 
tfre household was picked from the rolls, plus background information cm time 
on welfare prior, to the sample month and the four-quarter period ^("sample % A 



TABLE 1 



f ALAMEDA COUNTY WELFARE SAMPLE 



♦Year 



?rogr£m 



Average County 
. Caseload 



dumber of 
Cases Sampled 



7 * * / 

« * 


1967 


F.G 
U 


10,313' * 
. * k 1,394 


307 

* . ' 255 


1968 ' 


FG 
' U 


,; 12,106 


; 327 
* 270. 


.-4 ' ' 


1969 


FG 

0 


7 94 • 


"•190 
• 197 

> 




1970 


FG- 

' v.- 


' 20,630 
3,092 


" 347 
305 


* 


19-71 I 


FG' 
U 


» ' 23,355 
3,250 


: .> ' 195 
113 




1972 


FG ' 
U 


• • 22,123- 


* v .34*2 
310 




Total • 
1967-72 


N , FG 
"U 


« >7,346 - 
2,261 ' 

■ - r ■• ". ' ^ 


1,708 
1,450 

1 9 



A< f 
■t I' 



Source: Michael Wiseman, "The Alameda County. Welfare Sample: 
Graphs, Ta&Les, and Stories ^Department *>f Economics 
- Working Paper No. *80, University of California at ' 
^ Berkeley, July 1976', pp. 4-5. - , »- v 
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\ \ . . ^ ' r; - , *-< ? r r i 

year 11 ) used' for most extensive analysis. The dat^.se.fe is thus a combiaed cross- 
section and t;ime-seri£S resource, ^ermitYing s in£erfences about the determinants . 
of ehanges, in well-being' of families on welfare under the range of economic 

r*" conditions experienced between January 1967 and December 1973. v 

- • i ► - \ f> 

IV. The Method* of Analyses . . > / * * * 4 * 

• - - ^ " ft '* 

» . Tin* b;isi<! proft^clurc adopted ].n<this paper is" to treaf the probability 
that change in the dependency statui/-of a family on welfare or the employ- 1 
ment status of its head as a .function of four types of variables. These 
variables identify (1)' Administrative procedures of the welfare system, (2) 
general econqmic- conditions, (3) personal characteristics "of the family ftead, 

and (4) services the family has received from the welfare department. 

; . • '< / • - 

Separatee -analysis is done of the AFDC-FG and AFDC-U samples. Ii) this ^ 
section I discuss the dependent* variables , the horizoji over which the 
* dependent variables are defined* independent variables common to anal- 

4 ysis of both* populations, the functional form adopted, and restrictions 

* • * « 

imposed upon the basic sampl'e as it appears in table 1 for actual anal- 

/ ysis. . \ 

. . - i , 

A. The Dependent, Variables •* • . 

This paper concentrates on four changes of state welfare: (1) - 

movements off welfare, (2) movements out of poverty, (3) acceptance of ■ 

. ^ * 

employment, and, fx>r APDC-U families (4) family dissolution. 



sMovement8*off welfare (OFF AID) , The most common object of an- * 

* - in 

alysis in studies of- AFDC has been movements out of the program. c 

As a dependent variable for a study of dependency, however, n off welfare" v 



has important deficiencies. * • 

; . FR?r) • . - 2.89 / j 



Kite*** **jCV 



.■:.(• ■ ■ 

One shortcoming is^ that moving off welfare can me^n dif f Srent things 
at different times^. As the numerical example presented in the previous 
section indicates, a change in employment .or other income that would have, 
produced" loss of. welfare ^eligibility under,otie p^ment and eligibility 
calculation procedure might, not have done so under^another . Admittedly/ 
a family's being* on or off welfare has important political and fiscal - * 

consequences. But if the objective of research is to find out more about 

* * , * 

the determinants of family behavior rather than administrative caprice, 

it is the changes famiM.es make, and not the, actions of welfare adminis- 

... * * , 

*trators, that -should be analyzed! t , / , * ' . • 

* * x ' 1 ' •* \ : 

-.A second shortcoming is that "leaving'Velf are" is; rfot*rteAessarily " " 

the same thi^ig* as "leading poverty", or "leaving dependence/ 1 Families 

t ^ ^ t t • • 

l^eave welfare, among 'other 'things,* because the youngest Qtuld reaches 18 

and leases school, because they'mdve'to another state to .assume welfare ' 

there, because they are transferred to^another aid program; and because 

the mother ia killed in an automobile accident an3 the children are t.rans- 

xferted-to foster care. These reasons are ncrt atypical. They d<5 not con- 

Btitute the type f Of % "closures" that ^re .generally wh4t people have in 

.* f 
mind when they analyze welfare turnover. 

In thfeanalysis that follows the likelihc/od that a family will 

leave welfare is used as a dependent variable,'. but terminations incljjde 

' ' . - * ./ 

orfly^ those changes that constitute clear^movements out* of dependence. For 

„ • • . y' * s 

*l 

families in 1 thfe. AF*DC-FG sample, marriage o'f the he&d,vas counted a§ such 
a change. One of. the advantages of the Alameda pounty Welfare Sample, is * 
that ,<tlh*ftc* data penifllt* sucll a restriction, to be applied. '.Data on dis"^* 
po^^fe4on proved available in virtually all closures, 6ven Chose involving 



movements out of the country. For purposes of comparison, §ome models 

will be estimated using-- the unrestricted definition to test the sensi- 

tivity of the results to the definition of -welfare termination employed, 

. Movements out o/ poverty (OFFPOV). To eliminate the "moving 

j* \ - 9 x 

target 1 ! problem created by the varying earnings cutoff point foxf welfare ^ — 

/ y , - • • 

eligibility', I also use below as dependent variable, in analysis of the FG 

sample "departure from poverty"' as measured by the Orshanskyj poverty thresh- 

11 

* old for the family in constant dollars. For this purpose the sample is 

restricted to families initially poof; "successes 11 are those which experience 

an increase in non transfer income that brings family, income from sources 

* h 

other ^than welfare above the poverty 'standard. I don't, in most cades, have 

evidence "on family incomes for families after they leave *we^f are, but since 

throughout this period families categorically eligible for the FG program who 

have income from any source less than the Orshansky, standard were eligible ♦ 

x t- ** *« 

for assistance, it seems reasonable to assume that if families. leave depend- 

ence for a reason satisfying the OFFAID criterion. described above, fhtey are* 

^ better of^f than thfe3p^ ve ^ty standard ^nd satisfy ,the OFFPOV criterion # as well. 

U£e of the "off poverty" standard will provide an ^.niportant test of the sensi- 

• * : . 

tivity of the results of use of the "off welfare 11 variables to elimination <of 
effects generated by variation over time in the range of ' earnings and 'other ' 
iticome consistent with maintenance of eligibility. 

Movement %nto employment (EMPLOY). My data do not permit detailed 
analysis of labor force participation or employment in terijs of hours of , 
days. They do allow me to distinguish between recipients who* hold jobs of 
sufficient importance to be acknowledged by the. Welfare Department and those 
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'who do rjot. Therefore, in .addition to the two dependent variables- described 

% " * \ / ' 
above, I will use "also the transition froiq unemployment to employment of the 

• "head" of the family. By this Prefer to the male head of an <*AFDC-U case 

and the female adult in an AFDC-FG cas^. .The sample for this purpose is^re- 
stricted to families for which these persons are initially not working. 
Movements into jobs include both those that simultaneously bring about wel- % 
fare termination and those which do not, * * ' 

^ ^ Fragmentation (FRAG). Analysis Of the Alameda County wel- 

•fare "sample indicates that movement cTf families from the FG to U pifo- 
grarm and back is a frequent occurrence. In another *"ps^er I haye cpn- 
n eluded that it is inappropriate to view the two programs, as '^ervirig, 
♦distjnet an^ separate populations. ^ ^6 cite one sample statistic, my * 
data indicate that over one-t^iird tff the mothers in AFDC-U causes /will 

*be on welfare in any FG case at some time during their residency in 

13 ' * 

^Alameda County. . While a- cpmpr^hensive analysis of the factor/s lead- 

ing to family fragmentation is not the object of this paper, at attempt 

' ° - : ' ■ • ' ; / ' ' 

is made to relate personal factors, program characteristics, And economic 

conditions to the likelihood that fathers .will leave AFDC-U households. *W 

BvlJThe Horizon ' ■•'/*. • 

Each of the changes described above must be defined* over a 

* * ' * "N, * / * 

specif ied time periods A tradebff is encountered, in, the ythoice^of > this . 

& 

"horizon.". The more distant the hortzdtf in time from ttye pkinUat which 
initial ease (status is defined, the. gfe^ter the dumber /of changes th^V" 

» V * 9 

, are- observed. All of the events defined by the ^ dependent, variables* are 

.*/.•* • 
relatively infrequent occurrences, so this is important,.. The/drawback 



7 

/ 
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• * . ■ ' ..*••*/ 

is that for long- horizons- specif ication of labor inarket conditions, ad- 



ministrative procedures, and even things like family size and mother,' s a g e 

/ ' • • . ' • . • • ' ; ": " T 1' 

. , . .become- ambiguous. ^ Job market condition^ change on a month-to-month frasi&j 

; and the more remote the horizon the mor£ observations one has in which one 

part of th^ period, lies in one administrative "regime 11 arid, 9fe -remainder^ 

lies in another, . * / \ * • ° A 

. • * . J " • , ' 

In this paper I have exclusively used a three quarter *tim6 period 



for definition of charige' of 'state. This movement frit of dependence means a 
family observed on welfare at the beginning, of one month (say< February) wa'js », 

' c ^ * # ' • * • 

nd longer there at tthe end of the second month following (AptiL) . When the* 

* . * \ f 

term "quarter" is risecf I am referring to such three-m&ritb intervals; the* 

..." - * 

firs.t, quarter ^or eadh observation begins on the first day of the, Jioiifh iti 

s I / ' " * ' * a • * • ' tf " 

which it was^sdmpled./ { Since families were 'sampled from the rolls in all 

•/ » " * , *> *^* " 

i 0 . "•«••# ■ * T ' 

months, such quarters do not coincide with calendar , quarters. * v < 1 * # * 

C. The Independent Variables , - . . > j\ r *\ ; - - 

Basically the same set of independent variables is -employed in _/f *\ 
each of the mo&£ls estimated below. Since certain problems in .specification \ 
are shared between theC FG and U analysis, ' they can be-describ^d once and%.for 
'all here. 0 -1 have used as much '.'control 11 as possible, in thesfe m6delis <£-r , 
causa, as I have discussed elsewhere, the demographic composition of both the 
0 and FG caseloads in r Alameda County 'changed substantially i>ver the period * . *• 
>• coveifed by the" samples., • * " •> * h . ' . . ' 

• ' ' The independent variablfes . are divided'. among eight sets: U) 

\dmi^trati.ve : Brocedures' variables, (2)* economic conditions 'variables, (3.) . / ' 
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family size variables, (4) personal characteristics, variables, (5) work ex- ' 

perience variables, (6) welfare service variables, (l) family income vari- 
* / . * % 

ables, and. (8) certain other variables included, in the fragmentation models*. 
A complete catalog of all variables used at* ahy. time in analyses of the AFDC-FG 

sample Appear in^Appendix I. The corresponding list for AFBC-^ is ^n Appendix-H 

• • » . . *. N « " 

** Administrative procedures variables. Because of the complexity 

* * \ * •' *. ,.."/.-- v . v 

of benefit Calculation schemes atid the relative constancy of* the Welfare" 
"guaraiSee" over the^perfpd ^overed^her^, I have not tried to esfimate "tax" 
and # , "guarantee 1 * eff ects^on family behavior under AFDC. s Rather, I use in-both 
the F(5 and U' models a set of three dymmy variables, AFDC1, AFDC2, and A*FDC3, 

to demarcate the four payments procedures described above. The coefficients . 

/ ■ H • ■ ■ 1 * ' "• 

of variables, always- define the effect on" the probability of .occurrence of th 



le 

\ % 

% dependent % variable of the switch from the status ,qub before *July,- 19&8'*to 

• . * ' • " ' % v - 

the procedure in effect during the three months- covered by the observation. ; 

As figure 2" indioates , the changes* in the definition of in- 

< r- , ' . ** • - ■ -^v',*, - , 

voluntarf uriemployment used fQr determining eligibility for the U program ' . 
all occur within three months of changes in the payments ^calculation pro-'* * 
?t \"cedures. 'As a result, 1 ha$e not -attempted td separately identify the . 

effects of these adjustments.. Practically speaking, AFPC2 corresponds to . 

" *■ * ' ^ * 

. jrtie firsts period of significant. cj^sJi£aiat~of the U definition (to .152^ 
hours) and AFDC3 cotresponds to the period of the second and third con- < 
Btraints that lowered th6 definition to ^the present 1 100 .hours of emplpy- J 
menlT pr less; 



Koonomw conditions variables^ To -control for 4 ; labor, market 

conditions [ employ twp types of variables. The first , .is. thfe unamploy- , 

^ \ • 

%ent rate for the Oakland-San Francisco S.M.S.A # This* Is measured botfi* 



'at 'the beginning x>¥ the^fhtee month sample period 1 and at the end in an 
.attempt to gauge both "Krft^l and change effects of unemployment rates oh - 
the transitions selected for ^e^enden^' variables. ' # I have plotted^this 
• variable in Figure 13. .These unemployment variables are unsatisfactory . 
for at least. thjee reasons: (1) The only complete series available for 1 
the period covered by the^sample is based on extrapolation of da'ta on un- 
empjoymerft insurance claims to^ joblessness for the entire labor force. ^ 
the divergence of the numbers so derived from unemployment rates calculated 

from, for example, the current population survey, is well knewn. .(2) 

' . 
The series ^covers the entire s:£k county' S.M.S.A. and may not accurately re- 

fleet condition's in laT>or markets to which Alameda County welfare recipients 

have access. # (3) As is obvious trom figure 3, the data are not seasonally 

adjusted- In, some respects this is" desirable, sinte tjje actual level of job- 

lessjjesa may be wliajt c&unts in determining whether or not welfare recipients in 

crease earnings and* other resources &nd leave assistance. For this reason 

I diet not attempt .a .seasonal adjustment on my own. On the other Jiand, pairt of 

thej seasonal* variation is due to variations in labor force participation by 

youth and other persons who m^y not cojppefce^ directly in the markets in which . 

recipients are enfployed, and this weakens its releVajjce to economic conditions 

faced by adult wellar£ recipients in Alameda County, « , 

To correct forepart of the. shortcomings of the unemployment 

m i s 

data I have also included in the model below a variable JSRT Which measures 
the change in ^the* ratio of employment in industries in which workers are 
covered by unemployment insurance to total Alameda County population in the 
16-64 age ^group over the three mojiths ^>f each observation on change of state. 
Since coverage was expanded somewhat during the* time period covered by the 
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Figure 3 

UNEMPLOYMENT. RATE,. SAN FRANCISCO-OAKLAND S. M.S'. A. 



1967-19^3. 




19 6 7 • 1968 

. Source: U.S. -Department- of s Labor 
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Figure 4» 



RATIO OF i0BS FILLED TO WORKING AGE POPULATE 
ALAMEDA COUNTY, 1965t197'3 
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sample, the employment number was' limited to those jobs covered throughout. 

* ■ * • * * 

Tfeia variable ±s superior to the unemplbyment measure in that it identifies * 
the rate of employment increase specifically in Alameda County. 'It is defi- 
cient in that welfare secipfents do not all work-in Alameda County, and all 

■ Alameda* .County jo.bs do not % go to county residents.. Also, the employment . 
. series on wfrich the Variables is based does not include employment in govern- 
f ment or certain service area^s such as hospitals ih. which welfare recipients 

* -** • m : — ■ 

frequently find jobs. ERT -is, the, three-month ^change iti the ratio plotted 



. * in figure 4. 

. \ Family size variables. Family size affects the likelihood 

• v 
• of job leaving, public assistant in thrse ways. First, the inc&foe and , 

p 

' earnings- cutoffs tor eligibility increase with family size*. "As a result, \ 
•earnings which might lead to loss of eligibility for a small family will' 
not necessarily dp so if the family is large. Second, the value o£a 
mother's time in the home increases. with family size, especially when small 
children are present. Third, the greater the number of children present 
in a family the more valuable will be the Medi-Cal benefits associated with 
public assistance. Whil* families not on 'welfare tan qualify for^Medi-Cal 

I • * 

assistance, it -is "my impression that this is not clearly understood among 
' •' recipients. Also, as income" increases the amount .ooritribu ted by the program 

* ** • * 

to meet medical expenses deplines.' Both the value of Medi-Cal and of a 
. mother's time in the home. are probably exceptionally increased by. the'pres- 
< ' ence,of children in the" pre-Kindergarteji age. ^As a result I haye included 

■ " • i ' * 

■ • '-''variables for both the number of 1 children in the family and the number in ^ 

» j r ' f « « 

the younger age* group. •,'(•' 

> * : * . 1 ' ' ' * 

4 „ \ Pevsoruxl shametvvistios variables. The analysis^or the FG 

L D ? r , models focusses/oiTthe mothir in such cases and that '-for the U population 



concentration the fathers. In each instance variables are included to 

* ' ' / ' t , • • - . , ' • 

"identify the'race, age, educ^aiie?*, and the preserfce 'of physical disabilities 

t ' \ t *- - * > . 

of th&t person. /As can ;be seen* in the Appendices, the age and education vari 

•V ' " ' . . ^ • ' \ ' • ■ 

ables are defined incrementally so that, for example,, the .coefficient of the 
- , . p » * ^ • . 

v • * \ ' ' . • • ' 

12-year education dummy measures the effect on the prpbabilita^of change in 

'. • \ " ^ , ".. Vv. * 

status of changing frpm having a high school diploma over having dropped out 

• i 

in the 11th grade. • \ ^ W 

* - / ^pcftenee variables. ' Workrhistory of both AFDC-FG mothers 

and AFDC-U fathers is identified on the basis of time since, they 1'ast tield a 

jqb/.In addition, ^n estimated wage variable tfas developed from earnings 

regressions .estimated using Alameda, County data f rom^the-user samples- for the 
* - 

1^70 fcensus. These regressions ar£ reported in Appendix III. While the re- 

gresarions fit the cross-section data for jfhe entire county population quite 

well (the R figures exceed .5 for all race/sex groups) it *is not 'clear 

how well they^will identify expected earnings for persons on welfare. Ex-*i 

» * 

,pec,ted.. .wage variables have 'exhibited some explanatory -power" in otljer work* 

' l ' / • 

Most AFDC~tf fathers in (Alameda County have some warlc experience,. 



For them it was possible to include in the models information on prior. oc-' 

* * +. ' * 

* v - > 

cupation' and .reason §or termination. ■ ' v . v 

^ ^Welfare service variables. In collection of the Alameda County 



data an attempt was made tp collect data on all^nployment-rel^ted services 
received by members, of families ih the sample. It w^s^not possible to dif- 
ferentiate among services on the basis of content for this paper. However, 
..I have included variables identifying (a) wh^her^ or no£. .the father in an 
AFDC-U case or th^ mother in an AFt)C-FG case was receiving a service at the 



beginning of the three observations periods, (b) the number of services com- 

pleted in the past, and (c) whether or not any of these ^services were other 

than those provided by tie , Work Incentive Program. Seryices incline eyery r 

* * 
thing from' job coun^elin? to classroom training to on-the-jjot^ training but 

exclude routine referrals to service-supplying agencies or counseling. £n * 

I - " ■'■ • ' • 

attempt .is' made to differentiate between WIN and non-WIN services because 
•of the insistence, o£ county welfare administrators that training programs , 



tl^ey operate outside the 
provided by WIN; 



framework are sup,erior in general to those 



Family income '^variables . - As discussed abov^, the presence 



of nonwage income affected the average welfare "tax sate 1 *! ofi'earnihgs 

* V * * * - i - ' '* ■ 

before the California Welfare Reform Afct. In addition, the preserve of * 

> - \ • ■ \ \ .> ' . 

income ftom other sources, se&ms to 'certify that a family is n&fc feally 



completely ^ f dowh and out 11 wheh on public assistance. Beca\is^ijT the period 

before October 1971 mctdest amounts of outside income did not reduce the 

size of a family's grant, .information on exact amount is often not avail- 
s' 



•18 * 

able. As a result I .have limited identification of outside income froqi 

\ L 
sources other than 'earnings with . a dummy" variable. An interaction term with 

^FDC^3 is providedNto a$Low for the hypothesized change 

* * 
^California Wqlf ai*fc*Ref orm Act. 



in efffcl 



t after the 



* Fragmentation vavioblks^ * For analysis' of the likelihood of- 



desertion foif AFDC-U Sasjes I have* utilized* two additional varj 



ties which* do 



not appear elsewhere .in the analysd 

• -* ' • > 

for 'length of piarriage. The sedfond 



3. The first is a set <ff dummies (MAR1-3 



i| a set Qf two dummies toj identify the 
circumstances under which the m6therMn the family first went ;on -welfare 

" ' ' ' 0 * ' "t ' 

rljbecr later. 



(TYP2* and • TYP3)% - These dre ^escr 1 



' 4 U 
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^In general I have adopted a /parsimonioCfs approach to model 
specification. With the exception 'of. th* QTHINC variable, S no' interactions 
have- been. used, .although in some cases there are some theoretical reasons 
for Including them. . Capacity limitations of the .available computing facil- 
l( ios protlmrd a -definite Ucodeofr between -tjie. number of observations and 
. the numBerjyf independent" variables employed. Given the obvious, gains in 
precision of .coefficient estimation f rommuitiplying the "number of observe- ' 
tions, simplicity in model formulation was adopted^ permit exploitation, . 
of large samples f . • -' ' 

h: The Functional Specification \ ' • ' ' 

All the dependent, variaUles^desfcr&ed #voive *a discrete change 
-instate: "on" to "off" wejf are, ."unemplo'yed to "employed,'" "in poverty" 
to^out of poverty," and "together", to "f ragmen ted'^f or U families;. Letting. 
P t represent the«probabilit y thjt one of these state changed occurs, .*X . 
represent a vector of • variables for each observation (j) Yelieved to af-' ' 

feet and J ± , a vector of 'coefficients of thW impropriate to the ' 

• - " f i . 1J ' f - , * 

ith transition l^ssume th'e\ relation betweetT\P and' X.J'has the familiar 

n 'FT** ' / * * 

logistic fprmA'j - J / 4 • ; 0 * 



V/ For^ach model the coefficient vector* J ± are estjmated^sing jna^imum like- 

t . lihood techniques. ^ •* . \ ' * • > 

* * r 

- . . • ■ , •• A - ' ' - • . ' 

' % . ..Sample^ltestrictioits. . , v " . , s^i h - . 



. : v" • Certain restrict Ions were applied to all samples , used and are , 

.«««VruiIy toinnrlxod before turning to specifics of theFC and U Analysis. 4 
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% "Fraud. , About ten percent of the cases read in the Alameda 
County Welfare sample involved fraud at on€ time or another. By fraud I mean 
any- deliberate misrepresentation of family resources of composition made to 

the welfare agency with intent of receiving greater -beftef its than the law , 
allows. Most such cases never involved prosecution^^but I have excluded them 

• / • • - '. ; • " . .i 

all* from the analysis in this paper whether or not the alleged fraudu- _x 

lent activity occurred during the period covered by the sarfiple^ I, 

• * * - ' 
clearly have not accounted for all fraud in making this rest^^ipQ, I^ut , 

* . i ' * . 

'my impression is that much; of the remainder is ot, a trivial nature arid 

j> wfli^xist under apy'welfare system. ' ^ 

+ ■ * Quaft^VQ included. As discussjed abbve 1 , families in the sample 

wefce picked at random from the case rolls and "observed 11 for the twelve ' . * 

- . ' ' • ' * . ' 

X m^nth^which began^with the month at which the selection occurred. I de- ' 

*fine the dependent va^ables^en^he basis of changes occurring for each ^ 

" family over succe 

which did not leave contributes four "observations 11 oh the likelihood of 

leaving welfare. A family which stays on for the 'five months 'beginning 

with the sample date but then leaves because of an. increase in earnings' 

4 t 

contributes ohs observation with no change 'and one for which "leaving 
welfare occurred. All of the other. dependent variables are measured 
similarly; ' • * V r 

Thi3 prbGeRire has 'two important cQjjsequences. One is ,de- 

. V 
• sirable, ancK^he other can lead to serious biases. The first is that by 




month periods. „ Thus a family on assistance 

y- t \ 



using multiple (up to four) observations per family I was able to increase 
the effective sample si^e^substantially . As will be -indicated below, none 

* . ^ r 



",1 > 



of tho events analyzed here occur very frequently. This augmentation 

greatly encfcanced the precision with wh*ch model coefficients were estimated. 

The second, less favorable, consequence' Concerns' fhe possibility of model 

• **■ 
misspecificatioa. Jhe sample creation process I hav^pplied greatly in- ^ 

• ' • \ ■ ' 

creases the proportion of < observations* devoted to "stayers." Those 

' 'I . / ^ 

families which leave welfare quickly will contribute only One or two 

quarters 1 observations to the tatal sample, while stayers will Contribute 

four* If the variables included in the model account reasonably&well for 



aj,l* systematic factp.rs affecting the likelihood o£ case closure (ai* what- • 

ever dependent variables is under analysis, then this averrepresentation 

* • * * 

does not matter. The variables that account for it — lacKSyOf education, 

age, etc,, — are in the model, 'if, however,, "staying" is due to factors 

i * ' 

unaccounted for by the independent variables included in the X vector, 

then the logit estimation procedure tfill yield estimates of transition 

. . 4 

• » " 

.probability which .are biased downward'^ This is but another manifestation 

~ - . ^ * - * . • 20 

of th£ familiar "mover-stayer" problem iix analysis* of ' Markov processes. 
? . • * * 

' t 
% ' I do not feel this bias is particularly significant. I make this; 

judgmenfon the basis of a .simple J:est, If the; passage of time tends to 

sort welfare recipients between "stayers" and "movers," then the fact thatjr 

an "obserj/atioij" for, for example, leaving welfare was drawn from the ^puvth 

x quarter" of the year following .the sample month for a welfare family instead * 

* * 
'of the* first should provide information on the likelihood fo t*heir leaving^ 

welfare over and above .the information givett by tt\ ind&pendeht variables" in 

tho model.. I f teste(j this proposition regularly by including with the vari- 

ables described below as an independent variable th$ quarter number of the % 
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observation* In no case did the 'coefficient of "quarter" prove significant. 

In a similar spirit I also included a variable for total time on welfare ^ 

and *ti±s% too, failed to even approach statistical significance. I conclude* 
that the approximation of welfare state changes as a first-order Markov 

process is acceptable'.* Interestingly? "quarter 11 and "time on welfare" are 
estimated to have*-ftatistically significant coefficients in models which 
include less thak the set Qf. variables used below. This suggests that N 
lack of information on these variables explains the important role of 

duration of dependence An explaining transitions iti other models of the 

t • 21 ' * ^ 

process. } »" v :< * 

Since the FG sample was larger than the U sample, to begin with, 
I employed as *d,ata observations for e£ch of the first three quarters of 
the sample year for each family in "which .the family unit satisf ie^the* " 

restrictions §et out in sections V and VI below. 'For the'U sample four * 

. ; . quarters of data were employed per sample clase when available. 

0 1 

*s .V. AFDC-FG • ^ , . ' • S • ' % ' 

: 1 — / > 

In this section* I discuss the results of the analysis of the 

„ AFDC-FG sample. I begin w£fl| tile additional sample restrictions applied. 

> ■ . - - f, ^ o - 

Tl|i8 is followed by analysis of factors related to movement offVwelface v 
by the restricted definition adopted in the previous definition, analysis 
of movements using the OFFPOV dependent jyap±akles, and finally analysis of 
factors related ^movements by AFDC-FG motherg into jol>s,\ " ' 
A. Additional: Sample Restrictio ns,- * ' * . 1 . 

: ; — ; — r~\ . * 

frwaddltion to the fraud <i est Action cited above the data from- ^ 

- - ^ - v • " 

a the FG sample for the multivariate analysis which .follows f& limited to 

* * -a : , ( . 
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x three-matoth periods from the sample year =wKiCh the family begins oi) 
welfare, (b) begins. without a man in the Hodse. The letter restriction^ 
eliminated all AFDC-FG families. with stepfathers or* disabled males present. 
As a result of the^fr^a<l, female present; and <roan-in-the-touse< re- 
- * strictions, the basic FG sample was reduced from 1,708 to 1,346. Use of 

three quarters of observations increased .the total size of 3,727. .For the 
• analysis of movements out of poverty in subsection C below, this sample 
was reduced to 3,51£ by exclusion .o'f those' families which had sufficient 
income of'tWir own to satisfy the Orshansky poverty criterion at the be- 
" ginning of each of the quarters in which they were observed on weifat^rT 22 
For .analysis of job-taking, .the sample was restricted to ( those .observations 
l * ' on three morfth periods which commenced with the, mother not working. -The 
■L ,s'ajoj>le.size in this case was 3*080. . 4 

fi\ * ' / ' ; ' • *. '. "* J * .'" \ ' V- 

» » . More information on. these households was available than could be t 

' " ' ' " - ' 

. incorporated into the models giveti computational constraints. My pro- , 

- . ' - i 

• : • ceduVe in both. the FGfend.U analysis -was to first estimate -a basic model 

J. ♦ ' ' * 

I* which included the key administrative, procedures^ dummies, the children ( 

• ^ " ' " ' . • r '" 

" variables, the variables for age, educa/ion," 'disability, and jo£ expert . 

• ' . . ence of the mother, (or, for the U cases,' the father),- the dutnmv terms for ^ ; 

! X. presence of outside income, anJKa single unemployment rate. ' Then sets of \ ^ -y 

t v , ^ • ' ''•'***'; 

f ' v 'additional variables were sequentially: added to this model.' Those signlf- 

*' : &. 2 ' 

: icantly improving the power of the model (judged, on 'the basi's of .a X test) 

. were retained. The Aplt ^tmportantTof "th? ^'additional, variables" from the 

*' standpoint Sjiiolicy^e those identifying receipt of employment-related--- 



s£rvicesy A * %<* 

* * * ^ 11 ^ 

F»>r teat* af stat 1st ical significance in .-the material that follows 



•v ----- 

G o 



I have adopted a 90 percent confidence criterion. In most cases the neces-* 



ary* statistics are provided for more or less exacting tests by the reader. 
Where not ihcluded I will be glad to "provide them on request. 

a * , * 1 

^B. Movements Off Welfare m 
' % The results of, estimation of coefficients for the logit model (1) 
using the OFFAID dependent, variable are dramatic: adoption" of the $30 
and 1/3 income disregards policy clearly^ reduced the likelihood that fam- , 
ilies would leave Welfare, and the shift in computation procedures assoc- 
iated with ,the California Welfare Reform Act significantly increased it. 

The "basic model on which, these conclusions are based is model 1 in table 

« * - 
/ • * 

2. Recall that variable -definitions for all AFDC-FG logit models are 

v • 

summarized in Appendix- I. * J *' ' * 

The Models. All of the variables included in model 1 are part of 

I 

the basic model for the program as defined earlier. None of- the follow- 
ing sets of variables, when added to this model, improved i£s explanatory 
power:, (a) the additional employment environment variables ERT and UP2, 
(b) the "background variables" MSOUTH and WFOR, (c)'the employment services 
variables, and (d) the estimated earnings variable EARN Model 3*in"3t;able; 
2 is model 1 re-estimated with the employment sei^rice variable MES2, which 
identifies whether or *Aot, the mother has ever completed an employment-re- 
it^ed welfare service of- any type. This result 'is Reported for contrast 
with results cited for the job accession analysis undertaken later. 

r « 

The administrative variables. As discussed earlier, the shift ih 
computation procedures represented by AFDC1 and AFDC2 both served to extend 
the .earnings cutoff for welfare eligibility. As a^re^ult, nonzero values 
for these dummies are 'expected to reduce the likelihood of termination. 
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Table 2 

AiDC-FG -TERMINATION MODELS 
(Numbers in Parentheses are t-Statistics) 



Mean 



Dependent Variable ' 

Independent Variables : 

Admi nistrativ e. ' * 
Proc edures 

AFDC1 
AFDC2 » 



AFDC# 



.24 



28 



.25 



Model 



OFFAID TERMINATION 



-.2876 
(-1.131) 

-.8638 
(r2.740) 

-.0347 
(-.1126) 



■ > 

-.3742 
„(-1.718) 

-.5883 
(-2.304) 

■ 

" .0462 
(.-1780) 



OFFAID 



-.2867 

(-1.125) 
i 

, -.8649 
(2.744) 

-.0349* 
(-.1133) 



Labor Market 
Conditions 

ULl 



4.8 



1 



Mo ther ' s Demogra phic 
• • ^ Characteristics y 

V^. — - MAGE1 

\ i > 

\l|MAGE2 
MAGE 3 

i 

MfiDl - 
MED 2 

Mlfl)3 «. 



.93. 



.65 



.32 



.93 



.43 



.012 



-.1963 
(-1.167) 



• -.2761 
(-.8437) . 

-.0290 
(-.1302). 

-.3491. 4- 
(-1.480) 



-.1757 
(-.4441) #j 

.1461 
(.7937) 

- - ,•> ••• - )' 
-.0963- v , 
(-;3487) 



-.2602 
(-1.849) 



-;1871 ■ " 
(.6767-) 

-.0487 
(-.2512) 

• -.0938 
(-.4703) 

"-.2652 
(-.8,315) 

. '.0838. 
C.5361) 
.„ ' - 
-.0968 
(-.3987) 



-.1983 
• (-1T178) 



-.2778 1 •' . 
(-.8485) f 



-.0323 • 
(0.1452)^ 



• -.3476 
. (-1.473) 



, . -.1655.- 4 
1 (-.41494 



. 1500 ; 

s (.8134) 

-v. 0978 
(-. 3538) 
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Char ac teristlcs ' 




Family SlzT ■ 
CHILD , . 

YNGCHLD 

Family Income and 
t i Wptk jpfterience 

JOBC 
JOBY 
JOBY2 



OTHINC 
OTHINCP 



Employment-Related 
Services 

—mSZ-^'— ' .-IN- 



CONSTANT 



9o. of observations 
No. of terminations. 



V. 

Mean 




: 

Model 


/ 


1 


; 2 


' . 3 \ 
" it— 


C ' ' 


0FFAIP > 


TERMINATION 

t 
i 


* • 

/ . 0FFAID 


• 

••'.58 


» * '< " 

-.6161 
. (-3,. 568) • 


-.8340* 
(-5.649) 

V 


.. 

-.6087 
(-3.506) 


.09 

* , * 


••--.2510 
(-.8504) 


-.4006 
- (-1.619) 


-.2472 
(-.8369) 


.16 . 

»• 


-.3209 
(-1.153; 


•• ' -.2758 , 
(— i. zio; 


-.3262 

/ i 17-|\ 
• \r L.LIL) 


' 2.6 1 


-.•2135 . 
(-3.217) ' 


-.2552 
(-4.396) 


. (-3.222) 

* 


4.76'<v;"\ .0545. 

\ (.4070) 


> KT65 
.^9275) 


.0529J 
' (.39455 

C / 


% i 

.17 

< 


.8385 
L> (3; 348) 


* &839 
(2.322) * 


.8Sld 
. (3.374). 


.21* 


\J < .6208 
\ <2.661) 


.3168 
(1.658)., 


• /6275 
(2/, 682) 


.25 


i\5345 
(2. '239) 


- .1922 
* - - (.9788) 


/ .5405 
(2.260)'' 


.18 


.4322 
(1.736) 


.4917 
(2.403) 


/ - 4281 
/ (1.719^ 


1 .052 


, ' .6161 
.(1.1588) 


.2070 
(5989^ 


/ .6158 
/ (1.55,7) 




' • , •- 

1 o 







-1.141 1 S 
(-1.228) , 

3727 

' 167 

307 • 



-.1159 
(-.1503) 

3727 - 

' 237 * 



* 
> ' 



-.1074' 
(-.4240) 

-1.133* ; 

(pU220)j^ 
3727'* ' 
• 167 j 



Whilfe the coefficient of.AFDCl has the expected sign, its large standard 
error N prevents conclusive rejection of the hypothesis that the shift had 
no effect on termination likelihood wfren the appropriate one-Vailed test 
,is applied. This is not true for AFDC2. Here it is clea 4 r that^ the like- 
lihood of case closure was reduced. j ^ * 

For measurement of the effect df the CWRA the appropriate Vest is 
not whether* or not the coefficient of .AFDC3 is .significantly different from 
zero — it. is not — but whether it is significantly larger than that 01 
AFDC2ss$, After October 1971 did a significant increase occ\ir in the p^pbabil- 
ity, ceteris paribus ^ that a* case in the AFDC-FG program would close? 

. • • ** ; • • "\ 'v ; . . 

AFDC3 is significantly larger than AFDC2 • The "t-statistic" for the differ- 
ence is approximately o\ ' . , ' 

What does this mean? At the point of mean values for -all variables 

in the model the estimated probability of case closure is, 7034. This cor- V* 



resppnds to a mean'duration of time 'until- loss, of dependence of over seven 

#/ . \ , . ; — - . " . 

years in the 'absence of any intervening evejit such as death or loss of ^ 
qualifying Children*. fr The probability of case clostj&e calculated at mean 
values for everythirig but the administrative .variables and with AFDC2 set 
equal to one is estimated to" be about .Q2. Setting AFDC2 to zero ahd^AFDC3. ^ 



to l f changes this to about .05 and -lowers .expected duration^ by about one A ^ 
halfrfrom slightly over 8 to slightly under 4 years. These durat.i<^> figures . 
must^be tr^tecf with caution. They are conditional on the nonoccurrence gf 

the variety of demographic events that would cause the case to, <flose but 

;■»»'> • * 

which are not included in the definition of movement of£ aid uspd *in calcula- 



tion of this lopit, 

0 



Other variables . The unemployment rate has the expected sign 
.but is not statistically, significant using the appropriate~one^tailed' 
test; Tl^ a§e ,and education variables for the mother all have large \\ 



standard errors, and exclusion 6f each set indiyidually does not signif- 



icajitl^ constrain the equation. Race is a critical factor in det^rtoiti- 
. ing the duration of welfare dependence. ^Calculated at the point. of ° 

• . - " 'V' . * 

mean values fpr all other variables, the switch" from white (the excluded* 

group) to black lowers the probability that a case will terminate over 

* • 4. 

. < / * 

a three month period from -6 to 3 percent. . 

\ • • • \ i 

The family size variables have two effects; As, dismissed above', * 

< • 'f , » v • ' 

one is td.iocrease the f *need" of the ^family and the maximum amounjt of M 
outride income , or earnings the mqther can have and retain eligibility. 

' - • x -• • . 

In addition^ large families increase the value of a mother f s home time 
and the importance - of jj^rans'fers associated w^th welfare, such as Medi-Cal. 

For all these reasons terminations can be expected to decline in fr.e- 

..... , ' . - ' 

quency as family size increases. The value of time and medical benefits 
are probably greater when children are young.. Model 1 indicates that, 
termination likelihood does decline with family size. Again, calculated 




at the point* of mean values, an increase of one^sUild-^^FBU size lower^ 
the likelihood of case termination by *.006. Surprisingly, the effect 
seems to be solely related to the> number of children and not to the 

• V- ; • % • 

presence of very young children in the family; 

The impQVtqnoe of^grk experience. This""model and virtually all 

the ones which follow underscore the importance of past work experience.- 

in predicting whether or notecases on welfare will close. Below I have 
'* 4 . ■ ' 
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calculated the ef feet on the probability of case' closure over the three-month 
horizon of ->f our different assumptions about employment history, again as^ 
suming all other variables- take on their mean values. 



Employment Background 

4 

Rone 

Held job njore than a 
year before initial. - 
month of observation 

Held job less 'thfon a 
year before initial 
month of observation 



.Probability of Closure ' 
.023 



.038 



.051 



These results provide some support for the "gra^lm' odder of welfare with- — . 
drawal: Those who have jobs .and have as a result reduced dependence of public 

Assistance are more likely to be on their way out. > ' * / / 

Finally, the presence oj£ inconie from sourceS ottoSr than earnings in- 
creases the likelihood ' of case closure throughout the sample period. The 
change, in coefficient of this tkrm after the CWRA is large but Imprecisely' 

-estimated. 

\Mbdel 2. -Model 2 in table 2 is a re-estimation of model 1 with any 

.departure from welfare counted as a transition. "This increases the number 

,of 'status changes abutted by 42 percent. The change does not have as^siinif- 

leant an -effect on one's impression of what is happening on welfare a S ;»Tiad 

been my a priori expectation.'.' The estimated effect of the CWRA is. reduced 

w . - ' 

-hut remains- significant; that of, the unemployment rate is increased. The 

■ consequences^: shifting to analysis of movements out of poverty is- much 

more significant, as I describe next. f ^ . t 
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. * C. Movements Out of Poverty < s • 

The shift from* analysis of moveigents out of dependence to movef- 
ments out yof poverty produces two important resales. \Thfese are (a). :* ' 

* changes in payn^nts calculations procedures of th^ type experienced in 

4 . \ 

California in 1971 .which do not adversely affect/the likelihobd of move- 

j % * . 

ments* ♦out .of 'poverty , and (b) services may make/a differences. .The re- ? 

suits of phe "OFFPOV" model are reported^ in takle 3. 

Recall that for estimation of the logit coefficients for the off 

poverty' model • the sample was restricted to observations on changes in 

status over three month periods foxy households with inijtial* earnings and 

\ 

* m < ^ , 

other income from nonwelfare sources which amounted to less than the 

Orshansky poverty standard. The poverty standar4 is related to family size 

(and .as ^r^sult 'the coefficient' of CHILD* is large and negative in the 

OFFPOV model) , but it is invariant with respect to earnings treatment pro-* 

► * 

• endures* If the work incentive *gratit^ealculatioi\ procedures introduced 

y • ^ , ; ' 

* after June* 1968 raise the likelihood *)* at families will develop their own 4 
/ s resources, the administrative variables should have significant, positive 
, coefficients in the OFFPOV model. * ] % 

* » • , * ! 

They do not. The administrative terms AFDpl and AFBC3 in model 4 

/ •■ : ■ : 

are not individual^ "or jointly significantly different from. zero. The 
AFDC2 term actually has a statistically significant negative coefficient. 

, 'ft 

4gf Interestingly, while most £ther results concerning variable signif-' 

* • * ' . ' / • * ^ ^ n f. . 

jicance carried dver from the jOFFAID m0del to~Jthe jOFFPOV mode^; theVe/was 

* *'some indication^ in the OFFAID model fhat employment-related services" make % 

- some difference: MES2 ha$ a statistically significant positive' effect on 
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Table 3 



fffDG-FG POVERTY STATUS AND LABOR FORCE STATUS MODELS 



►(Number in Parentheses are b-Statistics) 



Dependent Variable 
jndependex^t Variables 
Administrative 



Procedures 



r ... 

AFDC2 
, AFDC3 

\ 

• Labor Market 
Conditions 5 

UL1' 

c > 

ERT 



Mother 1 s Demographic 
Characteristics 



MAGE1 

MAGE2, 

MAGE3 

MED1 

MED2 

MED'3 

BLACK 



• " Means 


♦ 




Models 








• 4 '' 


5 • 


6 


- OFFPOV EMPLOY 


. • OFFPOV 


EMPLOY 


EMPLOY 


• .25 % , 


» 

0 

.24 

> 

k. 


-.1910 
(-.8309) 


.3312 
„ (1.264) 


p 

-*.3125 4 
(1.19^). 


.27 ' 


' .27 -."^488 
V_ (-1.688) 


-.4291 
(-1.319) 


-.4783 
(-1.456) ; 


.24 

* • 


' -25.. 


.027.8 
(.10f6) 


-.1Q85 
(-.3408) 


-.1166 
(-.3652)" 


,4.8 . 


4.8. , 


' 4 

-.0963 * 
(-.6559), 


.3280 
(1.9,45) 


.3206 ' 
(1.894) ; . 




.0014 

> 




"13.51 
(1.371) " 


13.84 , , 
(1.398) 




;93 t 


.1369 
(.4343) 


' . ■• 

. -."2255 
. (-.6681) 


-.2577 
(-•7607) 


".64 


. 62 * 


-.1942 
(-.9688) 


.0047/' 
(^0203) , 


„d004 

'fr f\f\ i n \ 

f.0019) 


.33 


.31 


-.3289 

(-1.592);, 


. .0097. 
. (.0430) • 

-.29,92 
(-.84177) 


.0132 
(;0583) 


.93. % 


.93 


' .0592 
(.1587) 


-.3006 
(-.6509) 


.41 " 


.40 


.0788 
.(.4893) 


'.1494 
(.8075)' 


.1448" 
(W814)/ 


' ' . 084 


' .074 


-'. 2204 
' (-.8549) 


" " .0549 
(.1911) * 


• V0683 
X.2370T" 


.58 


.57, 


-.4825 


-.2204 " 


-.2162 



(-3.138) * (-1.244) \ (-1.219) « 



*. * » • 

Dependent^ Variable 
OTHER" - > 
. Dl-SAB 



Family Size 

- , r . 

CHILD 



Means 



OFFBOV EMPLOY 



YNGCHLb t £ 



** t 



Family Income -.and 
•Wdrk Experience 

• JOBC c . ' 

• * * * 

.JOBY 
' J0BY2 

-OTHINC. 

. OTHINCP ^ 

Employments-Related, 
Services 

MES1 
ME§2 

" / • 

MES3 \ 
" Nffl£s 
CONSTANT V 

No. of observations 

No.* with 'dependent 
variable * 1 ' 



.098 
.IT 



2.7 
.77 



.13 t 

,22 
;26 • 
.18 
.052 



;11 



.10 
.17 



4 

0FFP0V 

(-1.-571) 

-:3663' 
(-1.491) 



2.7 -.1863 
« (-3.282) 

.81 -<-0953 , 

(-.7934) 



.26 
.30 
8 



.053 



1.305 
(5.868) C 

v " *' .7685 ' 
(3.774) 

• .4469 
(2J060) , 

.?3532 
(1.575J 

.49.45 
(1.365) 



V 



.028 

.10 

.020 * 

\. 
.09. 



. 3311 
(1.667) 



Models 
5 

EMPLOY 



,9 



..-.2901 
, (-.9082) 

' - .4768 
(rl.779j 



-.1026 
(-1.777) 

. - .2665, 
.(-1.908) 



/ 6 *. ' 
* . EMPLOY ^'*< 

-.2711 ' * 1 

(r.8473)^ 

% -.500SL , 
(-1.861)" 1 - 



-.1101 
(-1.90O) 

• -.2754 
. X-1-.975) 



.V 



1.100 
(5.315) 

".5329 
(2.345 s ) 

. .5608. 
(-2.447) 

-.8583', 
"(-1.795) 



ft 

.8868 
(4.352) 



-1.937 
(-2.316) 

'3516 ' 
218 



-4.092 
(-4.474). 

3080 
"..169 ' 



-M06 
(5.323) 

.5464 
(2.396) 

.,5781 ' 
(2.514) v 

-.8746 ■ 
(-1.828) 



-.1417 
(-.3129) 

1.47.6 
(2.982) . 

. * 

' -.530.6 
(1.275) N 

*' -.7959 ^ 



* (-1.537) 

-3.987-' 
(-4/347) 

3080 
- 169 . 



'the lilc^ibood of termination. The difference gwe^n this result and ^hat, 

w . - 

} * * » • 

~* of model 3 suggests that the effect of employment related services on 

household. behavior may be masked io. a model determining the likelihood. 

t t * 

of case termination which includes current job status -as an independent 
variables. While employment services increase *the likelihood of * taking a 
joh itt any quarter, the process\>f leavirig^dependence apparently takes 
logger — people "work their way off. 1 * Once the job." is obtained there is 
little additibnall^&ff ect of the employment service as the small Coef- v 
ficient of MESZ^in OFFAID model 3 indicates. But for people without jobs 
such services increase the likelihood that they will obtain them and move 
out of poverty while staying on welfare. The disregard of earnings as- 
sociated with the work incentive provisions of, welfare regul^iqns permit 
thig. * Mbdel 1 al&o* indicates that 'people with jobs are more likely to 
leaye (dependence. Use of assumption of employment (EMPLOY) as a depend- 
ent variablesprovides some support for this explanation. 

D. Job Taking , * 



Models 5 and 6 "in table 3 -are-the logit estimation results when 
V 

the dependent variable identifies a motfe frpm unemployment to employment 



by the head of ^e AFDOFG household. Model '5 is identical ip structure 

preceding models 5 and 3. Model 6 includes the full set o,f service 

variables. At leSst six important observations can be made from the 

insults of mo'del 6. ^ 

I. While the effect of employment services provided by "ttv? 
** - * » • 

welfare ilepartinent .mil ihe state employment service* do not directly 



- .„ • / ' • ' > ^ ^ ■ /' 

' * \ . ^ f 

affect thfe likelihood of case closure, ^when completed' they clearly do . 

f _ ' 4 

* 1 1 

affect the likelihood that welfare recipients' will, take 'jobs, ^his in 
tujrn increases^-substantially— the likelihood that they will leave welfare. 
No support is provided .by model 6 .for the .contention that ijon-WIN- employ- 
ment services were superior In this -respect' to those provided t£ the WIN 
■♦program. In fact, the-NWES term has a negative sign and is. rather large'./ 
The large standard error makes 'the actual effect uncertain. 

2. While it is the total number of children and not the pres'ence 
i • • • 

of young children that affects the likelihood of* case termination — pre- 
sumably 9e a result pf the effect on the ^earnings eligibility cutoff — the 
presence of children less t^an f ive^ J^startfialiy lowers 'the likelihood, 
that -a mother on welfare will take a job. Here, again, we see an indirect 
effect on termination likelihood running from presence of young children 

i \ 

to likelihood of employment and from employment to termination. K 

t* * 

3. While the racial differential between black and white women in 

** * ^ 

the likelihood of leaving welfare or poverty was* substantial, the differ- 

ence in the. likelihood of taking a job is statistically insignificant.' 

Apparently all other^ things equal, black mothers are* as ; likely to take 



jobs as are* whites, but once, a job; is found for siieh "mothers employments is' 
less likely tt^an for whites to bring terming tib#;pf dependence.^ , 

4. Disability countsWf pr toore in d£tefttining„^ell^ood/tft lem- 



plqyment than likelihood of leaving welfare. What this means* is that tl 
kind of moder^e disability cifced by DISAB may interfere with employment 
but not marriage. 



4 ^ ^ 

5, .Jhe employment conditions variabLea^have a -significant impact 

. v „ ^ . - / - , itr-— k 

on likelihood of job taking., but the unemployment ^rate variably has an un- 

an t-icipated^ positive sign. The unemployment effect dominates' the employ- , 

merit rate effect; a typical change in the" 'latter -fcould' be on the order of 

.01", while as the mean indicates the* unemployment rate averaged 4.8 percent. 

Mosf of the explanations Which, I can cptfte tifc withffor this effect have a 

curiously ad hoc flavor and the* reader will be spared 'them. *The problem 

,is rendered particularly difficult by the switch in sign of the UL1 vari- 
< 

able between the. OFFAID and LABFOR models and the fact that, as. 2' discuss 
'in the next section, the same thing shows up in the AFDC-U models. 

6. Finally, the administrative procedures variafel'es indicate adop- 
tion of the "30 and 1/3" disregard policy in 19£8, its liberalization it? ' ' 
197Q/ and the reduction of work incentives in 1971 had no significant effect 
on the likelihood that recipients in the AEBC-FG * program would take employ- 
ment. The small coefficient of \AFDC3 seems particularly important ia this 
regard: despite the work incentive-reducing change in payments calculation 
and. the substantial increase 'in .minimum payments that occurred' in 1971, I can 
detect no reduction in the likelihood that AFDC-rFG mothers will take jobs. In 
fact, mothers appear to have bfeen more likely to take jobs after this point 
than before* * 

V~ AFDCU * ; . : -- ; *' "V ■ r , : ' 

-J' I 

Summarized, the result^ to analysis of welfare discontinuance among. m . 
families on AFDC-U is that the reduction in hours ruje for AFDC-U eligibility 
, itppiiroiirtv iovorctl^e proBhbjHty IhM AFDC-U fathers take jobs and ot ease 

4 I ^ > m ' i ' 

^closure:. As befijre, I sh.il I review first the special restriction*? imposed 



upon the U sample fdr use here, the^discps^Xhe result's of analysis of -\ 
welfare discontinuance amonfe families in the sample and analysis of "* 

• * **** * 

likelihood of job-taking. Thfe section is concluded frith a brief ex£&i«sion 

* \ * »• > 

into development 'of a model for predicting family fragmentation. ' \^ 

A. Additional Sample Restrictions , ' J T"~ * 

v y ■ - ' 

For /multivariate analysis the basic U sample was restricted to' 
cases with- both mother and father present. . By definition, families wit.h- 
out this combination don't -belong in the U. program,, but because oi; inertia 

and departmentai policy our sample ■pigk&f up 'some families without both 

23 9 * 

. parents. . . *. 

■ ' ' ( 

The major difficulty in formulation of the termination model for 
. 0 „ * 

families in" the U program arises because about seven percent o*f the ob*- 

servation quarters; drawn from the sample *en$ in desertion of tlje father 

▼from the case. I have dealt wit;h this pro&Lem in a two-stage procedure. 

Conceptually, what I do is to first construct and estimate a model of 

) - 

family fragmentation. In the second stage I analyze the likelihood -of . • 
case termination and job-taking by the father given that fragmentation 

e 

* t r ' 

does not occur. H i * , 

•Empirically the analysis is carried out in reverse ord,er. The 
reason for this is that I suspect tbit families fall apart because of 
incompatibility between ;husband^nd wife and the* exacerbating influence 
of economic conditions. The ^economic conditions 11 are" largely those 
that relate to the likelihoodthat the family will leave welfare should 
it Stay together"; Thus I discuss first variables in the tertairi&tion ,and 



job-taking models and then the additional factors that pcssftbg^arerr ec- 
lated ,to fragmentation. . ' ' * 

Since terminations proved much more frequent in .the U programs 



th.in was Lhe_ case for FG, I was abLe to use wherever possible .up to four 



quarlers of information per family. This produced a sample eize of "3y07ff^' 

V for^Wio .OFFA1D logils. I;oV analysis of job-taking, the samj^de was con- „ . 

m % t <qR* — r 

. TV « * * ' 

^strained to observations begun with the father put of the labor force and 

»" , 

> • <» * 

not ending with his desertion: this produced 2,551 observations. Analysis 

* of f ragmeotation was done using 3,296 observations. No analysis of' move- 
w " \ • • • 

ments out of poverty was conducted, because 'with the hours restriction im- 

^ posed on^AFDC-U eligibility it seemed no longer reasonable to assume that 
families leaving assistance had necessarily crossed the poverty ^threshhold . 

B/ Leaving Dependence 

The results of estimation ^of the basic 'OFFAID model for the AFDC-U 
r sample are presented as jnodef 1 in table 5. ^ Model 2 is. mdclel 1 plus a 
single employment service's- variable. * Re-estimation of these models and 
counting all departures from welfare »as terminations had little effect on 
>\ the results, fyis is not surprising; for the U ^sample 86 percent of all, 
closures were classified as* genuine ^§gminations of dependence. .Here, as 
in the QFFAID model for the AFDC-FG sample, neither employment services 
or s the unemployment rate at the end of the three-month p&riod, UP2,' had a 
significant effect on. the likelihood' of case closure/ and fhe terms were 
t dropped from* the model. The expected wage variable calculated on the 

* bo sis of the regressions 'in Appendix III also a^ded no explanatory power 



to the -models , For the U model location of birth proved to b6 a signif- 



icant factor in predicting terminations, 4 and FFOR and FSOUTH were re- 



tained. 



I enjoyed something of an embarrassment of riches with the IT 



models; it proved impossible to simultaneously include variables for oq- 
cupational background and reason for termination of the ,niost recent job 
without exceeding the capacity of available computing facilities. As a 
result I added the two sets. of ^variables sequentially. Classification 

of occupational variables seemed* to have little explanatory power except 

* * .* * 

for tlje category '.'operatives, 11 as anticipated. As a result, this variable 

was retained, the educatidnand agi ^ecif ications were reduced to ptoduce 
'room for additional variables, and thVjob termination reason variables 
were added. 'The result is^ model 3 in table 5. This model, is the one I 
shall discuss. . . ' ^Jf , - . o 

The most important conclusion to be drawn from model 3 is that 
the administrative changes that have occurred since 1968 have . steadily 
reduced* the probability .of termination for AFDC-U "cases. As mentioned^ 
earlier, the AFDC2 variable identifies approximately the point at which 
the hours definition was Reduced to 152, and the AFDC3 variables repre- 
sents the point at which the hours definition was lowered to 100. Un- 

' !' > 

like the case fot the FG program, the changes; brought about by the 

. California Welfare Reform Erogram did not significantly alter the like- 

^ lihood that AFDCtU cases would close. I take the difference in £f- 

♦fects between programs to be the result. of the simultaneous tightening 

'# ' . 

of the v U definition. v 
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Table 5 



AFDC-U TERMINATION MODELS » r 
(Numbers in parentheses are t-£t£tistiQs) 



Mean \ 



Model 









* 






h - 












/, • 








ft . 












P 




& , 








c *. 






i 










\ x 





Dependent Variable 

Independent Varlabl 

Administrative 
Procedures 



AFDCl 
AFDC2 
AFDC3 



OFFAID 



OFFAID 



OPFAip 



,24 
.29 
,26 



■ -.2970 
(-1.7^) ' 

-.5209 
(-2. p) 

-.5602 
(72.71)1, 



.2876 
(-1.68} 

-.5167 
(-2.61) 

. -.5424 
<^2.60) - 



4 . 



-.3051 
(-1-77) 

-v. 6597 
(-3.22) 

', -.5820 
<-2f.77) 



Labor Market 



.0659 
(.61) 



.1015 
(.91) 

20.92 • 
,(3.29) 



. *1 




* V 
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FED3 

j 

BLACK 
OTHER 
DIS^AB 
FSOUTH 
f% ~ FFDR 

Family Size 
CHILD 

YNG Cj%LD _ 



-Family Iticome and 
Work Experience' 

JOBC 



—-JOB? 



J0BY2 



OTHINC 



OT-HINCP 



Employment Related 
Services 

FES1 ■ 

,FES2 ' 



Mean 
* 

.13- 
.44 
.19 
.21. 
.34' 
.07 



3.0 
1.2 




OFFAID 

* -.0403 
(-.23) 

^.6871 
(-5.02) 

-.0788 
(-.48) 

-.6509 
(-4.10) 

. .2357 
(1.702 , 

.5990 
(2.78) 



-.0460 
1 (-1.36) 

-.1198 
.'(-1.87) 



.9085 
(2.39) 

' .6846. 
(1.86)' 

.0709 
(.18)- 

.8954 
(6.23) 

-.3944 
(-1.28) 



vx-- • 



.28 



Model 



OFFAID 

-.0496' 
(-.28) . 

v --.6830 
(-4.98) 

-.0758 
,,(-.46) 

fef-.6505 
'(-4.10) 

.2353 
• (1.69) ' 

. 598.3 
(2.78) 



^.0458 
(-1.35) 

-.1182 
'(-1.84) 



.9058 
(2.38) 

...6765 
(1.83) 



OFFAID 




-.3953 
(-1.29) 



-.6347 
(-4.76) 



-.5500 

(-3;"38) 

.2209 
(1.58) v 

.5139 
(2.68) 



-.0385 

1 -.1204 ' 
(-1.85) 



.9165 
(2.18) 

(1.80) - 

.0925 
(-23) . 

.7630 
<5;10) 

-.2793 
(-.90) < 



-.0760 
(-:62) 



TaWle 5 continued: 



,FES3 
NWES 



Model 



OFFAID 



OFFAID 



Reason for Termination 
and Operativ e 

. OPER 



NOWRK 
FIRED 

TV 

QUIT' 
* STRIKE 
HEALTH 
MISCRT 

r . 

CONSTANT 



.17 

.07. . ^ , 

.08 

.10 

.01 

.'09' 



.17 



„ l.Q 

N6T of observations 

No. with dependent ' 

variable = 1 ' 



-1.995 
(-3.03) 

'-3,078 



471 



-1.9.80 
(-3.pl) 

3,078 



t 3722 
(2.86) 

\l460 
- (v52) 

-.3800 
•4(-1.68) 

-.1529 
(-.77) 

2.356 1 
(5.41) 

-.3511 
(-1.52) 

-.1158 
(-'.69) 

-2. 196 = 
(-3.35) 

3,078 



471 ~. = 471 
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In the/U models the estimated coefficient for the unemployment 4 
rate , has the wrong sign even in the OFFAID equation,* but it is sta- I 

tistically insignificant. Also unlike the FG results, the employment rate 

• . * . " -s J' - 

change variable, ERT, is significantly related to the likelihood that* 

s m * 

cases on assistance will leave. For, the U , models personal characteristics 

'* s 1 . ' ' 

» t * * 

of the father had greater importance than was the case for mothers on'FG; 

apparently having a high school diploma significantly ;increase3 closure, 
• X » , • » « . 

tyhile a case with a father oVer 35 is significantly less likely to close, t 

ceteris paribus^ the case with a younger head. Being v blacfc here also 1 

makes a difference: at the point of mean values for Qther'variables the 

shift from "white" to "black" lower s^the^l^elihood of case closure from 

.16 to .09. The estimated probability, of closure at the po^int of mean ' ■ 

• ■ "* * * 

.values for all variables is .13. * / 

f t . . 

v ■ * 

x Location of birth seemed to have some explanatory power for likeli- 
hood of case closure. Families headed byN^nen born in the Soutli or abroad 

are more likely to leave welfare x>nce on than* are families headed bymen 
• • . * * ' _ _ ■ 

born in, for example, California, Partial disability reduces the'likeli- 

hood of case closure. The disabilities marked by J) I SAB cannot be* very 

significant; if they were, the case would be classed as "FG t " • \ 

Paradoxically number of children in the family does not seem 

to*be significantly related to case closure for U cases. This appears to 

be evidence in Support of the idea that it is the hoursfrule, not the gross 

» 

earnings cutoff, that ma kes the greatest difference far likelihood of 
•-/''■- , * *^ " V * 

welfare termination for these families. The coefficient of YNGCHLD Is 

significant but small; here again my "impression from talking *jith< people in 

fx 

. the welfare^department is that it? is possible fhat the Medi-Cal benefits 
ape especially important fox families with small children. ; 



FoV nten^an^AFDff^Ji length of time since the most recent employment 
tells a great,deal about livelihood of termination. These results in-, • 

' dicate/tfiat if a man fias not "held a job within a year., his chances of 
leaving welfare' are no£ significantly different from those of a man who 
has no significant worl^ history at all. As was the case for AFDC-FG, a 
family headed by a person in the labor force, even though currently on 

* welfare, has 3 high probability of leaving dependence. At the point^pf 
means changing from-a father with no work in the past year to one who is 
currently working alters the estimated probability of case closure over 
three months from .08 to .17. 

As indicated by the variable for operatives, all other things equa^. 



and* family headed by a man who has been a canner or other, operatic " .i 1 

w • < — - - * 

significantly more likely to terminate than i$ a family headed by a man < 

with any other profession. * 

^ , Ttre reason, for most recent termination variajfl.es provide, slightly 
more information concerning likelihqQd of termination than did „ those 
identifying the .actual nature of the j,ob. l^The'excluded^roup «f cfr* this * 
classification is made up of workers "laid off; ,f pep^ons currently- working 
are counted In* the JOBC classification, tfi^tr^prior specif ication (per— 
mitting a one-tiailed test) mosf of these variables do not have statistically 
'significant coefficient. A pfriori prediction -on the ^asis of reading cases 
would have beeir that men fired have trouble finding new jobs and that merr 
citing henlth ,pr0blams as reasons fon quits da also; thijf is born out some-, 
what By tlio roof f U* fonts of the corresponding variables. Throne sure .bet 
q£ the Alameda County Welfare Department is that if a'casteis headed, by a 



man on strike it will soon close. At the point ofl means shifting from 
"laid off 11 to -"strike" and assuming both workers have had a job within * 
the year raises the probability of case closure within three months 
from about 10 to 60 .percent. Refugees from several strides* were picked 



up in the sample , but tt^e major group wefce provided, by, the .United Auto- 
i N Genera 



\ 



workers during the General Motors strike of 1970., \ \ 

• ' - ' > . K \ ,' A'-. , - 

For the AFDC-U sample the presence of other income also raised 
the likelihood of case closure. Here there no significiant post-CWRA 
effect.' * 

C. Taking Jobs .- 

* — " **** 

For. the two models in table 6 'the change* of state analyzed is ~ 

♦taking a job. Again, both jolr-accessions that bring about departure * , 

from* welfare, and those which tfllow the family to xgmain on. assistance* 

are counted as changes "of state. Not surprisingly, the results for ; 

this afe not much different from those for the 0FF<AID model, since for 

this group the two are much more closely cbnnected than is the case for 

/**••■ * . 

the FG population^ J shall concentrate only -on those conclusions that 

differ between the two^dels or that , can be more sharply drawn on the 

basis of these results. • 

^For taking jobs the EflPLOY equation ag^ain indicates ths$ the process 

of tightening of , thfe hbura- rule- f or AFDC-U- eligibility seems to have 

substantially reduced the likelihood of case closure. For this depend- 



ent variable the coefficient of AFDC3*J,s smaller than that for AFDC2, 
Although in model 2*the difference barely 'misses statistical signifi- . 
cance. Model 2, which includes the variables identifying r.eason for 



Table 6 



AFDC-U EMPLOX^NTJIODELS 
(Numbers in parentheses are t-statisti'cs) 



Dependent Variable 

i 

Independent Variables; 

Adhm in i s t r a t i ve 
Pr ocedures ' 

AFDCl 

" »» 

) ' 

AFDC2 
AFDC3 



Mean 



'Model 



.24 
.29 
.26 



EMPLOY 



-.1235 
(-.72)' 

-.3770 
(-1.86) 

-.5835 
(-2.62) 



EMPLOY 



(-.74-) 

-.5035' 
(-2.-40) 

•**<5886 

(-2.60) : 



Labor Market g'onditions 
UL1 ./ 



ERT* 



Father's Demographic 
Character istics 

~ . 5 , 

FAGE1 



FAGE2 ' 
FAGE3 
~FED1 - ""~ 



4.8 



\ .0014 



FED 2 
FED3 



r 



.96 
.68 

.37 
.'40 
.12 



.000' 
(.00) 

l9.2'5 
(3.09) 



V 



' . .0874. 
"(.31) 

.1461 
(1.00) ' i _^ 

-.5343- 
(-3.53') 



.0399 
'(.34) 

.19.50 
(3.07) * 



—70456- 
(-.25) 

.0703 
(.530 • 

.0053 



4- 



- -.4541* 
(a3; 37) 



.0783 
(.66) 



kr. -- 



T£l)le 6-GGiUs£nuecL^ ^ 




^Meati 



Model, ^ 



/ 



BLACK' 
, OTHER 

DI|AB 

FSOUTH 

y JFFOR 



Family Stze 
CHILD" , 

YNGCHLD 



Family 'Income and ^> 
Work Experience * rt 




Employment-Related 
Services 



^* ' FES1 



FBS2f 



2.^9 
1.2 



.62 

• 34 
.17. 
.04 



.0247 

y(.74), 

| \.2174 
(^3X33) , 



* .2097 
>" (.70) 

-.2149' 
(--69X ; f 

> -.7177 
(4.86) 

->2789 
- ,(-.85), 

> 

1 



.10 



.28 



, r , .2511 
(1.44) 

-.2467 
(-1.07) 





' , EMPLOY,: ✓ 


'EMPLOY 




✓ _ *VR77 

— *ir* 


- 1689 
. 1U07 




(-i.36) 


, ( r Jl.20) 


.19 


.0652 


.0784"° 




(.39) 


(.46) 


.21 


, -.3977 m 


-.2543? 




' (-2.63) 


(-1.62) 


• 3|4 


.049V ^ 


. ' .0531 


(.36) . . 


(.38^ 


.06 


.7766 


'^lOS 




(3.33) 


,-(3.03) 



.0390 
^(1>20) 

- -.22*69 
(-3.45) 



r 



.1767 
(.54) 

t.1963 

.5516 
(3.58) . 

-.1758 
(-.53) 



.2907 
(1,66) 

-.2297 . 



1 * 



SERJC 



PS-- 

•7 




% : 



Tabl'e 6 continued: 



Mean 
— t 



Model 



Ik • 



FES3, ^ 

NWES . . 

✓ 

Reason for Termination 
. and Operative • 



.10 



,18 



IS***'- 



OPER 
* 

" NOWRK - 
* FIRED 
QUIT 

'strike ' 



HEALTH 



* 0 9 




.18 
.09 

•R 9 

.01 

;11 




MISCRT * 
CONSTANT 



i — observations 



No7-$ifctv dependent* 
variable » 1 



EMPLOY 

.2894 
U.37) 

^981 
(2.10) 




-1.318 
(-2.07) 

2,551 



< 2 



EMPLOY" 1 

.3116. 
(1.47) 

.'4865 
(2.03) 



r.0216 
(-.15) 

-.2447' 
(-.96). 

-.5563 
(-2.61) 

-.4732 
(-2.48) 




>2,551 




■ r 



IS 



328, 
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ffw;''' ^•t^minStt.'Wr from most recent job, shows much less* effect on the likeH-' 
;hood of- termination of the move from,AFDC2 to AFDC3 than does model 1. 



'during thfc AFDG2 period.- This strike was ifelafcively-Shortlived. 

Again, in both EMPLOY models the coefficient of the unemploy- . 
ment variable is not statistically significant, but that], of the employ- 
ment rate change variable is.. Having a high school diploma, while seen 



fell'' ' above * to _ aff ect the likelihood that APDC-U cases wilV?W, 'does not ' \ . 
. seem .to significantly affect the ^likelihood that a marl without a iob 

will take -one'. This perhaps indicates that education primarily affects * 
_ wage and not .propensity to work* The -same effect may be operating in . * 
.connection wi^th the'BtACK variable. Again, the .effect of race -on like- 
■^1-ihoQd' of job-taking is not significant, while race was extremely im- .. . 

portaht in predicting. case closure. Similarly, having been an operative * 

.» does not significantly ;enhafrifie the- llkelihodd 6hat'„a man wili get a job, 

• ' x ' ' 

* but apparently Once one is obtained, it is certain. to pay wel,l enough 

to bring abouf welfare termination. 

Perhaps the' most interesting^ if ference^betwfeen^ the OFFAID and 
\ LAJJFOR logits'-octurs in the "reasons for termination" category. Closures - . 
-^involving a firing, quiting, citation of health problems, and even the ; ' 

.; "miscellaneous" category,are' all significantly inversely related to the 

. > » , ■ .. . 

•livelihood,. of taking up' a job. Apparently, -such/ men ,are -significantly 1 
likely* to take up > even part- time work than are those who are laid off. 

. ;'Here, as; in the emplpyment models for the AFDC-FG .population, em- 
fWl P^yoerTt servibes have a significant effect on the likelihood of ' job-taking 



ess 



s 

1 



* by recipients. However, the pattern is much different in the U models 
than was the case for FG. Judging from the pattern of coefficients, it 

f is principally % current enrollment iji an employment service that counts. 

Those services completed in the past which did not lead, to immediate employ- 
ment have little effect on the likelihood of job finding in the future. 
Those recipients 'who .received employment services outside the WIN -program 
ai;e an excepti6n» For them such services, once completed x made an import- 
arit difference in Jthe^'likelihood of case termination. Thus while WIN seems 
to have helped the employmeitt potential of . AFDC-FG mothers, these estimates 

' indicate that*the county ort its own was dping a better job'for AFDC-U * 

* fathers. • , 

H 

% The qualitative difference in these services and reasons for the 

s * 

4 

W^N-non-WIN differential are analyzed in a forthcoming dissertation by • 

^ 24 " 

Gerald Silverman. Until the full story on those services can be developed, 

firm conclusions are inappropriate. One point, however, seems clear: For 

V ' * 

proper analysis of the impact of services on dependency, 'it is itnperitive 
that the sequence of changes that lead to family independence be disaggre- 
gated. In particular ,* one should distinguish between the move to employment 

* . V f >• , 

and the move from welfare. 

£.* Stay^q Together - • 4 * * 

Over six perceat of fathers in Alame^a^County AFDC-U cases at any 
p6^rit in time will desert t^^^^ily^withlUt thr^e^gtgnths^ |Some jreturn; 
.many do not. - There is sonje "(la^gel^andcdotal) evidence tha£ a ,share of 
these seivjrat U>n« L\ike place to avoid the hpur« of etfiplftyment rule, for 



"I 



fcW.-U I iyj \)i lily. For example, a latter may Toaye his. family to take a 
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relatively short-run job that would, if he did not "leave," cause them 

* 4> 1 9 S 25 

to lose eligiblity. He may actually be 1 living next door. Because 
* « • 

i * 

it involves frlaud, not micli is known about this phenomenon Ugnetheless, 
the numbers are clear: an exceptional amount of family dissolution occurs 
in AFDC-U. This is paradoxipal givei^ the 'fact that AFDC-U was, originally 
* established to avoid # the family dissolution incentives thought to bf cre^ 
a ted by denial of assistance to two-parent families?^ . * 

In table 7 I report the result? of a logit equation in* which like- 

. . <r 

lihood of family fragmentation is the dependent variable. As might be 

\ 

expected, such changes are difficult to predict, .Some interesting re*- 

lationships dp appear, however. I discuss the variables in the order they, 

■/ 

k appear in the table. ^ * / 

• " / 

Administrative procedures for benefit calculation and determin- 

ation of U eligibility do not significantly affect the likelihood of . 

' ' m 1 1 \ h ^ \ 

fragmentation. The same is true of the unemployment rate." However, .these 

* "'44 . t g . ' 

results indicate that % when employment in Alameda County is increasing ; ^ 
the fragmentation rate- on AEDC-U actually gdes up, not down. This in con- 
sistent wifh the f ather-leaves-the-family-f or-Vjob story tnentlofned above. 

1 V , * - " / 

But I am anxious to Emphasize that this hypothesra^is very ,tentativ^. 
* * * 

Further study of households which fragment during an employment upswing 

* *<* 
should reduce the uncertainty. ^ * * : , *i 

* The f ra'gmentation mddel was estimated using the largest sample in 

•\ . . ... k - • * ; J { 

the study, and this constrained " the number of independent variables that 
could be employed. I reduced the age and education specification pn the 



S: ; * 
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Table 7 
AFDC-U FRAGMENTATION MODEL 



J 



"The.-Dependent Variable is FRAG 

Independent Variables-,: 

Administrative , < 
Procedures 



MEAN 



COEFFICIENT 



t-STATlSTIC 



AFDC1 
1 ASDC2 
AFDC3, 

* Labor' Market Conditions' 



24 , 
,29 
,26 



-.2632 
-.2772 
-.2539 



-1.09 

-l v .02f 
-' .94 



S!' 



En* * / 



ULl 



".I 



Father's Demographic 
Charac ter is tp.cs 



~ FAGE2 
* FAGE3 
FED3 
BLACK 
OTHER 
DISAB 
FSOUTH 
FFOR 



Length of .idarriage 



MAR1 
MAR2 
MAR3, 



Pregnancy 1 
PRKC < 
PRKPRKC: I 



4.8 

-.0015 



i ( 



,.69 
.36 
.13 
.44 
.18 
.20 
.33 
.07 

.85 
.50 
.30 

v 

.11 
• 49 



.0565 
13.96 



-.3458 
-.5076 
-.4083 

.1726 
-.3*699 
-.1806 
-.2642 

.3317 



.1380 

-.1611 

l 

*-.'5754 



-.6,440 ' 
,.0890 



.■4 

] 
\ 



.38 
1.64 



-1.69 
-2.03 . 
-1.68 
• 1.00 
-1.44 
- .83 
-1»39. 
.88 

.67 



1 ( 



- :70 



o V- 



? -1.94 

,4 



1^2.49 

r \ , .'56 



Ieric 
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T^ble 7 continued: \. 

MEAN C0EFFICIE1& t-STATISTIC 

r * 

Mother's Status at 
Case Opening 

TYP2 . v , .12" .2149 » ,92 

TYE3 . • ' .55 v -.2042 -1.06 

Other Income • ■ ' 

. .OTHINC * .16 ■ -.8181 " »• -2.41 

OTHINCP • .04 -;i833 !26 

CONSTANT v 1.0 -2.021 r-2.79 

No. of observations '3296 ^ • , v ' • 

No. with dependent / \ 

variable = 'l.O 218 • 




V 



basis of one preliminary run in which only these variables and those for 
administrative procedures and. labor market conditions were included. The 
results in the table 'are similar to those in the preliminary trial: families 

with older fathers and those with' fathers who have some education beyond the 

• » f 

high school level are, oth!^ things equal, less likely to fragment. Beyond 

this, the only factors =that are certain to* reduce likelihood of termination 

are more. "than 15 years of marriage, pregnancy, and other income. 

In addition to the effects I have singled, out, there is considerable 

material fot further investigation or speculation here. I detect no "shot- 

gun" effect; marriages which." occurred at the time of or following first 

pregnancy are no less secure than those ;Which occurred before. Families in 

which the mother went on welfare as a resul^of tfii birth of her first child 

do not appear more likely t^ fragment than are^ those in which the mother came 

on at some later point in her life. I suspect a sociologist could devise 

stories to explain the ^sizable Negative coefi&cient on the FSOUTH. variable'. 

1 The -principal conclusion of this* foray into family fragmentation is 

that such changes are not 'entirely* random events. It is possible that further 

research here can clarify the" relationship between family dissolution and the 

ldbpr market, since this seems particularly significant. ; It is posS^le that 

these desertions are, a product *of £he f, ho ursn rule for AFjDC-tJ ! eligls^t^ and 

' ' i ^-1 ' ' I 1 ! * ' i ' < 1 * 1 ' 1 

would diminish if only a- i^eeds criterion were employed. However, .even itf 

ducix a change took pliice; incentives would 'still \ be ptesejit foj:' family dis- '< 

{ \ j' I ' | ; 4 \ 0 s 

solution,! since such behavior would -allow combination of two incomes. • 
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'VI. Summary " 

r 

Since I have summarized most points at intervale within the body 

r % . * y 

*» » , 

of the paper V I will confine my comments here to a discussion of the 
major conclusions and then point to one implication for future research. 

, -The most important conclusion produced by this work is that changes 
in work incentives incorporated in the payments calculation scheme in 
California have had 'no observable effect on £he likelihood of ^job-taking 

by recipients or, for familiesuon AFDCXFG, of leaving poverty. The changes 

i 

have reduced the likelihood of welfare termination. Three qualifications 
to this conclusion should be emphasized. First, recipients may not under- 
stand the operation of* the earnings disregard. If the procedure were" ex- 
plained thoroughly to -them, behavior might change. It would be easy to 

• - 0 

design an experiment in which this hypothesis could be, tested. Second, 
I have shown elsewhere that the county partially offset th& effects of 

. ■ . . ' . • - % y , 

the legislated work 'expenses throughout this period by steadily tightening^ 

I 

* • * " 26 ' * * F 

' treajtoent of work expenses, * Behavior/ of recipients might differ if, say, 



the system were shifted to a .uniform allowence for such costs. Third, 
comparison of figures 2 and 3 indicates that changes in payments procedures 

6 

9 ■> « 

O " • ■ Q - 

were closely associated in timing, with changes 'in trends in unemployment 
rates. While I have attempted to control for labor market conditions, my 

I, 4 • • ' 

uneiltployment variable isn't very good, and it is possible that soitfe of 

• ' v, • * - i ■ • . ' - 

v these results might change should an indicator more appropriate to the . 

.• • , . ... | I , . • 

.envifotiment faced by the Recipients, in tjie sample be devised. . • 

A second conclusion worth re-emphasizing is that employment services, 

., ' - ■ :■ ' ■ ;■ ■• ; • : ■"" ' 

"even wHen measured as crudely as is done here, seem to, malce a difference. 



'- J * i . 

This effect is detected primarily when attentibiv,is shifted from likelihood 

/ ' / ' 

of welfare termination to likelihood of, obtaining a job. To my krtowledge 



■•■ ■ / - 

the first/ attempt at 



tempt at this, and further work in this direction should 



mine is 
be fruitful. 

Finally, I have*<Jhad £rouble identifying the effect on recipients o% 
California's progressive constraint of the restriction placed upon hours of 
work per month permitted by AFDC-U recipients. The results of the U analysis 
appear to indicate that this restriction has had disastrous effects for termin 
ation probabilities. These effects are not apparent in cross-tabulations in 
which no* control exists for the changing demographic composition of thejbase- 
load. 27 ' 0 

The importance of payments scheme and demographic factors^ for welfare 
termination in this paper suggest^that analysis of behavior of recipients * , 

0 

based on samples drawn from different states may be complicated by the sub- 
stantial interstate variation in payments calculation procedures. Crude in- 
terstate comparisons of welfare turnover are also likely to he hsfzardous if 

- * e 

substantial differences in caseload characteristics 'exist.* 
} . 

• The basic hypothesis on which ttiis paper was based waa that something 

• * ' V 

"could be^arned about changes experienced by families on welfar^and factors' 
influencing these changes from looking at, case files. Assessment of "proof 11 
is left to the reader. 
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But not insignificant. See Albert Rees and Harold W. Watts, "An j 
*i Overview of the Labor Supply Results," ih& Joseph A. P^chman and K Micreael* 
* Timpane, (eds.), WorK\Incentives and Income Guarantees (Washington: The 
Brookings Institution ,^.975), pp. 60-87. 



See Frank Levy, "Probability of "AFDC C^se Discontinuance by^&mily 
Characteristic^," prepared by Kejtron, Inc.^ for the Of f ice of Planning £nd '< 
Evaluation, Social and Rehabilitative Service^pTs: ^epattment ot Healthy # V, 
Education, and "Welfare, Aug^t 1973. . • * • . t f* , t \l * 



See C. Peter RydeM., Theima Pfdmiero^ Gerard, •Bl^p^^i.Dan B»*m*- ; 
Welfare Dynamics in New York City, R-1441-NYC, The New York- Cit#|and In¥$ ; / 



stitute, October 1974. 



I 



, I have described the operation, of tfi4 AFDC program in hfli^or^^a^i*^ . i 

'considerable detail ±n { ttoo separate working papers I S|ee Michael ^Aj^mn an §{\ 
J V^ederick Doolittle, "The California Welfare Reform Act: A Litigation nis tory^" - 
^ Department of Economics Working Paper No. 71, University of California at , \\* * 
^Berkeley, July 1976 and Michael Wiseman, "CouAty Welfare: Cas^ad Gxfcpth , 
Tand Change in Alameda County, California, 1961-73," Department Eoonpmifcs /. ^ 
? ^Working Paper No. 72, 'University of California at Berkeley, -July 1976. ch*fr&] 1 
tions for all of the regulation description that follows are in Wise>man-and „' ! 



.Doolittle. 
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**For an! example of a case Qualifying for AFDd-U on the basis of. 
p mother's unemployment, see Michael Wiseman, "The Alameda County Wel- 
fare Sample': Graphs, Tables, and Stores, 11 Department of EcoriQmjLcs Work- 
ing Paper No. 80, University of California at Berkeley, July 1$76, p. 70. 
This Raper is ci^ed hereafter as —Graphs." 

The payment schemes are described algebraically in Wiseman, 
"Cdunty Welfare, "op. cit.> pp. 15^2£^ . • 




See Wiseman f _ahd Dpdlittle, .op. cit.y Section III. 

I < . v r f . v 

* **Narra1:Ive examples of case .histories appear in "Wiseman, "Graphs, " 
pp. 55-82. * • 

^Data collected for cases sampled from the welfare rolls for 
December 1972 extend to Becember *6f the following year. 

" io • ■ -• \ 

* * One of the best examples^ is Michael J. Boskiri and Fredericks. 
Nold, "A Marko^lodel of TurnoWr in Aid to Families^ yith Dependent 
Children, " Th^burnaL of *^wnayy> Resources , 10 (4), pp.' 467-481. " 

'. ' - ^ 

ii "* 

Source of the 'poverty, standard was U.S. Bureau of the Census, 

"Characteristics of the Population .Below- th^, poverty Level: 1974," 

Current Population Reports, Series ,P-60, Ho. 102, Table A-2. Thrf poverty 

index was deflated to March 1970 dollars using the consumer price index^ 

• 12 Wiseman /"County Welfare," x>p. ait: - 

See Wiseman, "Graphs," 31. - • 

14 Wiseman, "County Welfare." 1 : 



^ 15 These numbers are taken from U*.S. Department of Labor , ^ Area 
*Tr l ejicls in Employment and Unemployment > various issues. - \ ' t ' 

I jl6 Jbsfeph C, Ullman," "How Accurate are Estimates *6f ^tdte and Local 
Unemployment?" Industrial and Labor Relations Review^ Vol. t \6 (April- 1963) 
: Pp.Jp4-52. \ . - " { | J! , 

17 This was' d&ie in^pant to justify Herald. Silverman's and my eonten 
lion that service effects inn dependency* had been improperly atroefcsed in 
A lamella (Jounly hv the Cencral Accounting 0/f Ice. See HI c Into J Wiseman and 
Gernlkl Silverman, "Kva luatfing Social Services: Hid the, Central Accounting 
- OTficp; Help?*) ft»«-/\i/ iu¥ou*c RcvirW 48} '(J) , "pp A 315-326!* 



18 In *\tie California Welfare Reform Act 1 ^ I have argued that 
official state statistics on\§utside income are "probably biased also 
by this tendency. See Section IV of that paper.' 



-used "ban Mc^adden'fe QUAIL program^ on the Lawrence Berkeley, 
Laboratory's CDC 6600-7600 system for -this work. i ' 

-m / : ' * .S 

20 L. A. Goodman, "Statistical Methods* for thfc Mover^tayer / 
' Model," Journal of. the American Statistical Association, 56 (1961), 
pp; 841-868. / * ^ * 



21 See Rydell, ei at.* Welfare Ca8eload>Dynamics in Nptf York 
m . QityTv. xi.' " '[ 



22 

See note 11. ' , 

#23 



See'Wis^pan, "Counjt^ Welfare, ,f p. 52. 

2 *Gerald Silvetmhn, The Other Program: AFDC-U in Alameda County* 
forthcoming dissertation. Schopr of Social Welfare, University bf Cali- 
fornia at Berkeley. t ( 

» • , 

4 ' 25 Such a case was uncovered by the Oakland Tribune and described 
on the frontpage of the paper's October 1, 1970 edition. ; ^« 

% * • , 

26 Wiseman, "County Welfare," .section 

27 Ibid. y section V.. m m ^ 



APPENDIX I 



AFDC-FG MODELS VARIABLE, CATALOG 



The sample is made up of pooled observations on status of families 
in the XfDCtFG caseload in Alameda County, California,* at varicms times • 
between January 1, 1967 and December 3J., 1973. Households not satisfying 
the following restrictions were deleted. The item references ,are to -see- 
gafic variables used in applying the restrictions* als designated in the * 
codeb,OQk for the sample. 1 Details of observation definition are* given in 
text. 



GENERAL RESTRICTIONS 
Restriction 



Source 



Families all included 
mother 

Families included no 
man in role of spowse 



Item' 2-5 ± 0 
-Item 2-6^1, 2 



3. No evidence existed 
of fraud 



Item 1-5 = 0 



, DEPENDENT VARIABLES 

' y|' 1 " * » 

Three dependent variables are employed: (1) off welfare, £2} out 
of poverty, and (3) employed. Each variable* Isdfchotomous. Use of 
variables (2) and (3) involved additional sample, .jjg§.fe.rict ions. The vari- 
v.able definitions are detailed below. • - . 



Dependent- 
Variable t 

* r- 



Circumstance 
for whicji 
' Dependent 

Variable = L 
(=0 ^otherwise) 



jl OFFAlD : |" \\ F^jiy ; tur longer i 
* ' dependent at 
j \ end : of quarter 



Source 4 and 
Criterion. 



It4m6-9, = 0 and fLem 
6-jll or 6-12 f 1, 32-39, v~ 
-52 ( , fV, 79, 81-«C*;86-83 ' 



Additional 

Sample 
Restrictions- 

\ 



■'•iy> 



0FFP0V I Family income 

j , minds assistance 

4 . < exceeds poverty 

1 standard 



Application of' Orshansky 
poverty criterion to 
family inoome at end of 
quarter net of 'tra£f£- 
fer?s. 2 If OFFAID p* 1, \ 
0FFP0V , ! 



Restricted to 
families p*6ot 
(by same cri- 
terion); at be- 
ginning^ of 
quarter 



x DEPE^JDElfa > VARIABLES — Continued 



Dependent 



' ^Circumstance 
for which 



Variable * Dependent^ , 
V4riaD4,e f Variable = 1 

(=0 otherwise) 



EMPLOY 



Mother toas , 
job a£ end. ot 
quarter 



Source and 
Criterion : 



Item 6-32 f 2 and Item' 
7-14 * 4, and/or v 
OFFAID = 1 and Item 
6-11 or 6-12 = 3, 7, 
11, or 90 



Additional 
Sample** 
Restrictions 



Restricted to x 
families with 
mothers not 
•holding job at 
beginning of 
quarter (Item 
3-5 = 4) 



INDEPENDENT VARIABLES 

The independent variables used in one <?r more of. the estimated 
models are listed below. Only the hypothesized effect on OFFAID is- speci- 
fically cited. # Expected effects s of these factors on EMPLOY 'and^OFlfaOV are 
idescriliVd in the text. ' t w 



Variable 
Name 

CONS 



Definition 



Source^ £ 



CONS = 1 for all observa- 
tions 



Effect on Likelihood 
of Termination ] 
(ceteris paribus) 



1 



Administrative 1 Procedures Dummies 
DATE = Sample Month of Observation 



AFDC1 



,33 if DATE = 5/6frj - Items 1-1, 

.67 if DATE = 6/68 * 1,2 

1.0 if 7/68 <pkTZ < 12/69 ' 

.67 if 'ELATE = 12/69 

.33 if DATO<%1/7j0^ - . t ; | 

0 otherwise ' j ' . ; , , 1 



AFDC2 ' 



AFDC3 



= .33 if DATE - 12/69 1 
=^.67'if DATE = 1/70 
= 1.0 if 2/70, <i DATE.< 
../=" .67 if DATE = 8/71 
v ^ 33 If DATE = 9/71 
= 0 otherwise . 

* .33 if DATE -! 8/71 1 
= ,67 if DATE = 9/71 \ 
«i.O if. 10/71 ± DAT^' 
P 0 otherwise ' • 



8/71 



The ^oeff intents o£\AFb01 
and AFDC2 are expected to 
.be negative, with that of 
AFDC2 greater in ab^BWte 
value than that of AFDCl. 
The sign of the coeffi- 
cient of AFDC3 is "ambi- 
guous, it will 8e smaller 
in absolute* size than< 
that of AFDC2 

Excluded (reference) ' • ' 
period is 1-67 - fc68,, 



O A A c 



INDEPENDENT VARIABLES — Continued , 
Definition 



Sourpe \ 



Labor Market Conditions 



S3n;FAncisco-0akland * 
S.M.S.A. unemployment rate 
for DATE - 1 ^ , 



State' em- 
pi oymfent 
service 
data 3 



San Francisco-Oakland 
S.M.S.A. unemplpyment 
rate .for DATE + 2 - 



State em- 
ployment' 
service 



Change in Alameda, County 
employment rate in non- 
governmental employment . 
covered by the Unemployment ctaJta^ 
insurance* system between - , 
DATE + 2 and DATE'- 1 ^ - 



Mother's Demographic CtiaracteEistics 
MAGE = Mother's Age at Beginning of Quarter 

r ' **** 

Item 



Effect on Likelihood 
of .Termination ^ 



Sum of coefficient 
signs for UL1,«UP2 
should be negative. 
Coefficient of UL1 may 
be positive. / 



Coefficient should ^ 
be positive — 



2-29, 
2-30 



= 1 if MAGE > 20 
.= 0 otherwise 

U.bif /MAGE > 26 
= 0 otherwise 

= 1 if MAGE >^ 36 
.= 0 otherwise 



MED = Mother's- Years of Education 

* *~ 

* i * 

^ JLli-f MED > 8 ' ' Item 

= 0 otherwise ' « 2-33 . . 

= 1 if MED > '12 - „ , \ t 

« 0 otherwise ' ' ' * . 

= 1 if MED > 13 ' v 

= 1 if mother black ^ - Item v 
= 0 otherwise ' \ -2-32 . 

■ 1 if mother other noriwhite 

or Chi'cana 
= 0 otherwise • * 



Livelihood expected 
to~ diminish with age 

Excluded group made ^ 
up of" mgthets" less" 
than 20 years old ' 



Likelihood expected 
jto\ increase with- 
" education ' 9 - 

Excluded groxxp mad T e> 
up of mothers with 
less than eifght grade 
education 



Variable 
* Name 



MSOUTH 



MFOR 



k 



- INDEPENDENT VARIABLES-rContinued 



Definition 



='1 if mother born in South 
0 otherwise * 

= 1 if Mother foreign born 
= 0 otherwise " 



Source 



Item N ^2--31 



Effect on Likelihood 
of Termination 

<* • 
Unknown,, . 



Item £g3'l . Unknown 



DISAB 



CHILD 



YNGCHLD 



MWAGE 



JOBC 



JOBY* ' 



J0BY2 r 



OTHINC 



OTHINCP 1 



= J. if mother disabled 
- 0^ otherwise , , 

i 

* " * Family Size 

Number o{ children* in family 



flump e 



Jumper of children leas ^ 
tK3h 5 



Item «3-13 

C 

Items -2-8, 
2-9, 2-10, 
2-11, '2-15 

Items 2x8", 
2-9 ' 



Likelihood should 
decrease as. 
number of Children,' , 
especially young 
Ones, -increases 



Family Income £nd Work Experience 



Estimated potential' weekly 
earnings of -mother 



= 1 if mother employed at, 
"beginning of quarter * 
r "^0^ptherwise . * • * 

r" > 

= Lif mother not employed 
x*\ at beginning of quarter ' 

but employed within , 

preceding year* 
= 0 otherwise # « , 

1 'if mother' not employed 
at beginning of "quarter 

" or 'in- preceding y-eaf^ but 
has employment experience 



*~ 1 if family has income from Ttem N 5r28 
source ottfer. than eartt~ -A 



Regressions Likelihood of • a 

) reported in termination positively 
Appendix III' related to' expected 
„ , wage 

Ittems 2-35, /Employment' experience ^ 
2-37, 2-41, should increase \ 
» 2-k% w ' likelihood o^termi- 
naftriqn % 



Excluded group has •no 
'employment exper^epce 



s 



Effect ambig'uous >> 



ings or AFDC^ 
5= 0 otherwise , 

= 0THINC*ADFG3 




Variable 
* Name 



MES1 



MES2 



/ 



INDEPENDENT VARIABLES — Continued 



Definition 



, Sburfc 



Employment-Related Services 



='1 if/faother receiving em- 
ployment-related servi.ce et seq 
Jt time of sample 
= 0 otherwise i> * * 

• J r 
= 1 i? mother /enrolled ±n and 

completed- empioymejit- 

related service in past 
= 0 otherwise - / s 




Effect on Likelihood' 
of Termination 



Items 4-30 See text 



MES3 



I-.'. 



NWES 




= 1 if mother enrolled in*' 
and completed _> t 
employment-related 
setvices in past.*" ^ .■ 

- 0 'otherwise ^ • 

r = 1 if mother enrolled in and 
• completed one or. more. 
, Non-HIN employment*- * 
related services in past 

= 0 otherwise 






; • - 



i 



Si" ' 



4 1 , ■ \\ 
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FOOTNOTES TO, APPENDIX I 



R. Booth and M. Wiseman ^Income Dynamics' Project County Welfare 
Sample Variable Location and Codebook (Berkeley, California: "University 
of California Institute of Business and Econon$Lc Research; 1976).^ I 
ha^e included refetencqs only for the first quarter. . For quarters 
subsequent* to the' first all variables were jupdated .and the restric- 
tions re-applied. ? > 

. *. ' 2 " ~ ' 

^Ilie poverty* cutoff was taken from U.S. Bureau of the Census, v 

, '"Characteristics of 'the Population Below the Poverty Level: 1974;" 

Current Population 'Reports , Series P-60,**No, 102, Table A-2. The index 

'* was converted to constant (March 1970) dollars using the consumer. price 

\ index. . y< * . * ' 

* ■ * ' a . " • . > 

Data collected f rom Area Trends in Employment and ^Unemployment 
,(Washington:_ U.S. Department of Labor Manpower Administration), various 
issues. * 



4 " • 

The employment, rate Variable is, the change in the ratio of _ 

employment , in selected industries to* population in the 18-64 year^agfe ^ 

.range for .Alameda County over the three-month time «pan covered* by each 

/observation. Employment data were supplied by^the California Employment 

Development Department and cover only, irtdus tries wi£l^ workers covered 

by the^unemplbyment .insurance benefit system and which had such coverage 

throughout the time period cavered* by this* study. ^ * . 



APPENDIX M 



' " ' ' AFDjfe-U MODELS VARIABLE CATALOG * 

ii • • 

The sangle is, made up of pooled time-series and <?Joss-section 
observations on/status of families in the AF0G-U caseloadlin Alameda' ■ 
Co'uirty at various: times between January 1, 1967 and December 31, 1923 
Households not satisfying the restrictions below were- deleted. The 
item references in this table are to specific variables ujsed in applying 
"the restrictions^ as designated in the- cddetiooks for the sample. 1 \ 

GENERAL RESTRICTIONS 



Restriction 



Source 



Families all. include both 
father 'and mother^ 



Itejn (2-5) f 0 



2. No evidence existed of fraud Item 1-5 - 0 



. DEPENDENT VARIABLES 

' . ■ ? ' . . : : 

Thrpe dependent variables are employed: ' (10 family frpgmerfted; ' 
N (2) off welfare,. -/and (3) father employed.. Ea6h variable J ±$ -ditrhbto^ i 
.mbus> Use bf variables (2) ^nd (3) involved additional, J^mple ^gstric- 
tiongv Invariable definition? are detailed below. Item -references " 
are to the sample codebook.l ' / 



i 



1 



Dependent. 
Variable 



FRAG 



- CircWstatace 
for which 
Dependent 
Variable..^ 1 

* (=0 otherwise) 

Father leaves 
home 'during 
jqua?t&r* " 



SoUrce;and- 
Criterion 



Additional 
Sample* 
^Restrictions 



Itenr6-40 - 0, 2, 3 



None 



OfFAID 
i 



^EMPLOY 



Family no 
^ longer depen- 
* dent at end 

of quarter' 

^Father has 
. Job at end 
of quarter 



Item 6^9 - 0 and Item 
, 6-11 or -6-12 = .1, 32- 

39, 52, 77, 79, 81-84, 
" 46-88 

Item 6-33 « 2 arid 
item 7 




>-33 « 2 aric 
r 2& = 4 1 



j' 



Family remains 
tog§tKeiu 



Father not . 
employed at be- 
ginning of quar- 
ter & family re- 
mains together 



INDEPENDENT 



The independent variables used intone or more of the estimated 
models are listed below., ?.Only the hypothesized effect on OFFAID is 
^explicitly stated for variables other than those related oniy to frag- 
k mentation'.. Expected effects of these factors on LABFOR apd FRAG are 
discussed; in the text. * ■ * 



Variable 
Name , 

CONS 



Definition 



Source 



CONS' = 1 for all observa- 
tions * J 



Effect on Likelihood 
of Termination 
(ceteris paribus) 



I 



Administrative Procedures Dummies 



AFDC1 



AFDC2 



DATE = Sample Month" of Observation 

.33 if MTE « 5/68 Items 1-1, 

.67 if DATE - 6.68 s ■ . 1-2 

1.0 if 7/68 < DATE'< 12/69 

,67 if DATE - 12.69 * 

.33 U DATE = 1/71 

0 otherwise 

.33 if DATE - 12/69 • • ■■ v 

.67 if DATE - 1/70 

1.0 if 2/70 < DATE < 8/71 * 

.67 if DATE =8/71 

.33 if DATE. 9/71* 

0 otherwise 



The coefficients of 
AFDC1 and AFDC2 are 
expected to be' nega- 
tive. The sign of 
the coefficient of 
AFDC3 is expecte'd, to 1 
be positive. * > 

Excluded (reference) 
tiale period is 1-67- 
6-68. 



AFDC3 



.33 if *ATE = 8/71 
.67 if, DATE = 9/71 
1.0 if DATET> 10/71 
0 otherwise 
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I 



< 1.7 



^1- 



Variafrf^ 
Name 



INDEPENDENT iVARIABLES — Continued 
i * > — ; 

t 
j 

Definition j - Source 



Labor Market Conditions 



Ef f ect v on Likelihood 

of Terminati on 
? ~ 



ULl 



UP 2 



ERT 



FAGE1 



FAGE2 



FAGE3 



FED1 



FED2 

9 



FED3 
BLACK 



OTHER 



San Francisco-Oakland 
S.M.S.A, unemployment rate 
for DATE - 1 

San Francisco-llakland 
•S.M'.S>A. unemployment rate 
for DATE + 2 

^Change in AlameHa County 
employment rate in non- 
governmental employment 
cov£j*ed by the unemployment 
insurance system between 1 
DATE '+ 2 and DATE - 1 



State em- \ 
ployraent 
service\^ 
data 2 



* St^te em- 
ployment' 
service * 



SUm of coefficient 
signs for UL1, UP2 
should be negative. 
Coefficient of UL1 may 
be positive. 



Coefficient should 
be positive 



Father's Demographic' Characteristics 
FAGE = Father's Age at Beginning of Quarter 



= 1, if FAGE > 20 
= 6 otherwise' 

= l*if FAG? > 26 
= 0 otherwise 

- 1 if FAGE >' 36 
= 0 otherwise 



Items* 
3^15/ 
„3rld . 



W 4 

FED 5 Father's years o^ Educa tion 



= . 1 if FED > 8 
= 0 'otherwise 



= 1 if FED > 12.^ 
= 0 otherwise 



= 1 if FED > 13 * 

*1 i f father black 
, = 0 otherwise 

i 

= 1 if fatheV other nonwhite 
1 - or Chi carlo 

\= 0 otherwise * 




Likelihood expected j 
to diminish with age i 

"Fathers" in reference 
group have PAGE < t :20 



Likelihood, expected 
to increase with 
education 

Fathers in reference \( 
group have FED < 8 
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T FT 



Variable 
f Name 

FSOUTH 



» f t 



INDEPENDENT VARIABLES — Continued 
Definition 



i if father born in South 
= 0 otherwise 



Source 



Ifem 3-17 
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Effect on likelihood 
. of Termination 

Unknown 



FFOR 



DISAB 



CHILD 



= 1 if father foreign born Item 3-17 
= 0 otherwise 4 . 

= 1 .if father disabled Item 3-40 
= 0 otherwise 



Family Size 



Number of children in 
family 



Item? 2-8, 
2-9, 2-10, 
2-11, 2-15 



Unknown 



Presence of disability 
should reduce likelihood 
of termination 



Likelihood sjiould .de- 
crease with number of 
children 



iVf c 

if- 



FWAGE 



JOBC 



JOBY 



J0BY2 



PROF 



SALES 



GRAFT 



" ' Father's Work Experience 

. Estimated potential weekly Regressions Likelihood of termi- 

. earnings^of father '* reported in na'tion positively 
* Appendix 

f , * 

Items 3-^27 , Employment" experience 
3-28, 3-32 ^should increase l±ke- 

„ - ' lihood of termination 



related, to' expected 
wage. „ „ . * 



*= 1 if ' father /eimployed^at 
beginning of*quarter 
0 otherwise # 

= 1' if - f a # ther A not employed 
at beginning of quarter 
but employed within 
preceding year 

= 0\otherwise v . ^ 



Excluded feef CTence) a 

-*group has no signifi- 
» cant experience * 



» 1^ If f ather s not ^emploj 
" • at beginning of quarter . 7 . \] . . „ 
' or in preceding year but.. a 
has employment ' experience .< « 

<• £ . '( 

j Class pf Father's Most Recent Occupation \ 



=» 1 for professional', tech- ^Item 3-23 
nieal, and. kindred worker? 

= 1 for Jfeales and clerical 
< workers 



- 1 for craftsman 
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Expectation of Effect j 
ambiguous for ^1-1 
classifications!? except 
0PER* r OPER includes 
cannery workers ^nd 
should have a positive 
coefficient 
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Variable 
Name 

OPER 



V LABOR 

i 

.STDT 
ARMED 
* MISS? 




ijtfiEPENDENT VARIABLES — ^Continued 

; j , 

Definition * . * Soured 



~ 1' for operatives, includ- 
} ing transport workers 

= 1 for laborer 

= 1 for students 

= 1 for armed forces members *' 

= 1 for no previous occupa- , 
tion 



Effect on Likelihood 
of Termination v 



(all? variables = 0 if defi- 
nition not satisfied) 

Reason for Termination, Most Recent Job 



'NOWRK = 1 if 'not previously-. 

employed e . ^ " 
= £) otherwise 



Itenf'3-32 See *£Xt for discus- ^ 
N ~ sion of effects 



it-' 



FIRED' 



,LDOFF 



QUIT . ' 
.'STRIKE 



ING 



HEALTH 



MISC 



= 1 if fired 
= t) otherwise ■ 

= 1 if laid off 
=-0 otherwise 

» = 1 if quit 
= (J* otherwise, 

= 1 if on "strike. • 
= 0 otherwise 

= 1 if still working 
- otherwise^ - - 

= 1 if health reasons 
= 0 otherwise 

= I if Other reason* or 

no information 
"= 0 otherwise 



i 



WRKING is excluded in 
^ftqdels which include 



i>*ERJO . 
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INDEPENDENT VARIABLES — Continued 



Definition 



Souxj 



ce 



EmploymentrRelated Services . 

1 if father receiving em-v 1 Item £-30 
ployment-related service' et seq 
at time of sample , W m 

0 otherwise ' ■ ' . 

1 if father enrolled in and 
completed employment- ^ 
related service in past 

0 otherwise v 



= 1 if father enrolled in 
pctid completed >, 2 
Employment-related % 
services in past 

« *0 otherwise 

» 1 if fatter enrolled^ln-and 
completed one oi^more \ 
tyon-WIN **emp loymen t- _ 
related services in past 

< J - i \ j 

' \ 

^ Family Income 



^« 1 if family has income from Item 5-28 
soiirce' other than earn- 
^ings or AFDC 
».0 otherwise 




Effect; on-tikel^}iood 
of termination 



See text 



Effect on likelihood 
of termination is 
ambiguous . 



* 0THINC*ADf'G3 



FRAGMENTATION VARIABLES 



^ The following variables are used in the fragmentation models in addi- 
tion to variables from the JLjLsfe above, , - 



Variable 
Name 



TYP1 



Definition 



TYR2 



Effect on Likelihood 
* Source of Termination 

* (aetdris paribus) 



m& Initial Welfare Experience > 

« . 

= 1 if mother in case "went ^ Item 1-6 Unknown 
on« welfare within six 
4 months of birth of 
• -first child 

= O*otherwise 

* *> 

= 1 i| mother in case went 

on welfare after her- , 

first child *was more 

than six months old apd 

po man was present in 
* the ^family at the tjLme . - " V y 
= 0 otherwise 



♦TYR3 = 1 if mother in case went 

. * x i j ' on welfare after her 

first chilH was more 
than six months old and 
a man Was present at 1 
* tKe time 
= 0 otherwise 




PREG 

I 

5 V : - , r 
PMPREG 



= 1 if mother pregnant 

at sample^morith „ 
^TJN^therwise 

= 1 if mother pregnant at 

date of marriage 
= 0 otherwise 



Mother Pregnant 

Item 2-28 



Item 2-27 



Unknown 



Unknown 



Variable 
Name - 



LENGTH 



MAR1 
MAR2 
MAR3 



FRAGMENTATION VARIABLES — Continued 



'Definition 



Source 



Effect, on Likelihood 
of, Termination 



' Length of Marriage or Cohabitation 



= length of marriage or co^ 
habitation in years 



x 



= 1 if LENGTH > 7 years 
=' 0 -.otherwise 

= 1 if LENGTH- > 6 years 
■ 0 otherwise 



- 1 if LENGTH > 10 years 
= 0 otherwise • 



Items 2-25, Unknown 
2-26 , 



Time on Assistance 



JTIMEC ^Length in months of 
^welfare dependence • 
prior to beginning of 
quarter 



Likelihood of fragment — 
tation may, increase with 
duration of spell 



w 



w->" 

sr - 
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1 * t << 

5 



! 



7* 



4 - J* 



* 0 



-A. 



\ 




I 9 



R; Booth and M. JjJiseman, Income Dynamics Project County Welfare 
.Sample Variable Location and+Codebook (Berkeley, California;^ University 
t>f California Institute of Business and Economic Research, 1976). I 
h^Ve included references only for the first quarter. For quarters 
subsequent to t;he fir^f all variables H£re updated and the restriG- • • 
t tions re-applied. \ 



^Data collecteV^from Arect^Trends in Employment and Unemployment s 
(Washington: c U*S. Department of Labir Manpower Administration), various 

t$ the change in the ratio of 
) population in the 18-64 year age 
iree-montti time span covered by each 
lpplied by th6 California Employment 
Development .Department ancTcover onj^ijidiistrie9^gith worjkers covered" ^ 
by the unemployment insurance benefit system and which had such coverage, 
throughout* the time, period covered by this study. 
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SS^" ' - DEGRESSIONS EMPLOYED FOR CALCULATION J 0F WEEKLY EARNINGS VARIABLES 
ft' : , "DEPENDENT VARIABLE IS LOG OF EARNINGS IN 1969 COEFFICIENT FOR: 
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APPjENDIX III 



ft V ..Variable 



" (Numbers in parentheses are standard errors) 



Wftite Men 



White 
Women 



Nonwhite^ 
ien 



Non<*hifcfe 



=-4 



] m$t INCONSTANT 









4. ED 2 


/ ■ 


S FD3 


v • 

-sr. 


6. ED4 . • 


•V • > 

f; 


7. EX1 




a.' EX2 i- 
9. EX3 


'/ *v 


• - t * 

10. EX4 
1 11,' SOUTH 




12. *ST5 . ' • 




I 13. VOCTRN 




V: l4i.;£PAN 



/ 



- <*tt* . . 

Observations 



3.3*7 2.457 • 

(.1594) - -'(.1723) 

1.1Z5 ' ' -.1.321. - 

(.0193) **#*•(. 0177)' 

-.2301 " .4984 

(.2084)' ' (.3463) 

-.4126 * ' . -1.019 
(.2464). (.4067) 




'omen 



^-,.7866 
(.2433) 

I..490* 
(.1555) 

.4258 , 
(.0561) 

. .0191 
(.0823) 

-5,0215 ' 
(.1637) 

.0753 
(.1310) 

-.0046 
(.0318) 

• .0837 
(.0247) 

.0416 
(.0179) 

•-.0809 
'(.0321) 



.57 
7862 



-^•1557 . 
(.3488) 

.'9623 
(.2220) 

* .2868 
(.0780) 

-.3510 
(.1182)' 

,5295 . 
(.244 J 5) 

-.2814' ' 
(.1958) 

.0382 
, (.0469) 

.-.'.0552 
(.0333) 

.0325' 
V (.025$ 

.0918 
/ . (.Q'453) 

.61, 

a 

5199 



tr 



(.2344} 
1,064^ s • 

1 ) 

■ \7154 
•-(.3358) 

-1.6803 • 
' (.5018) 

.4130 
' (.6681)- 

.89-27 
• (.4677) 

' .2308 
(.146,6) 

-H.0801 
. -(.2119) 

. .0402 
(.3*545) 

"*-•<» 
.1237 

" (.2761) 

.077^ 
(.0473) 

.0113 
(.0544) 

.0333 
(.0463) 

-.2709 
;(. 0951) 

.53. 

1329* 




2.931 
(.2639^ 

1.149. 
-(.0421) 

.6259 

(*.4721) ; 

-1.306 
(.6656) ■ V 

-.8312. 
(.•795*1 

1.758 
.5481 

.4129 
(.1621) 

(.2489) \ 

1.004 
(.-5059). 

'^'(.3993)7, * 

-.0691 " ,•' - 
(..0572)-/ 

' . 0863 * , 
(.0664/V y 5 

.0685 

\ Ci055at 

"'-.0181 
— ,(7127,4) v 

{ .-50 



1 l 



' 1- 4 
1* 



eric : •• 



35.5. ; '' ) 



9 

If* '• 



SIR* 



km. 



Mi" \ 



%-. . ... 

W 



?: •■ 
i> - 

fib 



3^ 



& • 
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rABEENPIX III--oonti.nuedj 



3 VARIABLES/IN EARNINGS REGRESSIONS 





yatiable 

• - j * 

« -v. 

l'. constant 

2.' LNWKS * 



3. EDI 



Definition 



U. EI 
5. EI 



ED2 
ED 3 
6. ED4 



m ■ '" 



7. EX1 

8. EX2 *• 

9. EX3 
10. ,EX4 

.11. SOUTH 

. ■ \ 

12'. ST5 ' , t 

13. vcrcTRN-" 

*14, SPANN 



h = 1 for all observations * v * i ' * » ? 

Lo^ari^n (natural) of weeks worked in 1969 ' * *jj 

' ■ ED ; years- of school cqjapleted ^ m » <j 
EDI ^ % ln[Min(ED, J)] 
ED2 = ln[Min(ED, 11) h ^ 
\ ED 3 * ln[Min'(ED, 15) ] 1 ' 

. ED4 = In B*T; 

* •* 

& = age - estimated age at completion of school 
EX1 = ln[Min(EX; 5)]> , 
EX2 =, ln[M±nTEX, 10)] , * J 
i EX3 = ln[l|Iin(EX, 30)] i ' • / 

EX4 = In tX / -* 

SOUTH = 1 if born in south, 
= 0 otherwise „ 



r 



*ST5 = 1 i£ in California in 1965, 

t 

= 0 otherwise ^ 
VOCTRN = 1 if "has vocational training,^ 

= 0 otherwise 4 
S^N =*1 if has SpanislKaprname, 
= 0 otherwise 



DATA SOURCE: '1970 census user Sample for San Francisco-Oakland S V M.S.A. 
Sample includes otfly persons who worked in 1969. ^ 
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yV THE TIME-POOR: A NEW- LOOK AT POVERTY 



by 



Clair'Vickery 



.1% 



i • •• • 

+ 

* C 



/ 

of 



- / r 



UN 



V- 

^ERJG - 



v • Income Dynamics Project ..* 
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fC % '\ * - V .' the , Winimal.nonpoor leVtti of consumption requires both money and 
g-- ; . household production", then the 'official poverty standard do not correctly 

. measure household needs. Any income support, program that corrects for 
money differences but not for time' differences across households will ■ 
K *• ? discriminate against households, with- only one adult. Furthermore ~such 
f programs will provide financial incentives for" households to form In 

certain ways. This paper sets up a two dimensional poverty definition, 
and then show? how this standard can be used to define voluntary 
f . versus involuntary poverty. This framework 'is. also used to calculate 
• - the equivalent of changes in. household composition to changes in 
, earnings at the threshold level of consumption/ 
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THE TIME-POOR: A" NEW LOOK AT POVERTY . 

• Since the official poverty' index was'^eve loped in" the raid-1960 f s 

by the Social Security Administration (SSA) , their 5 categorization by x 

^income' has beeh accepted .as an equitable criterion with wjhich to 

compare different types of households. As a ^result, policymakers have 

thought that adjusting the benefit structure of an income transfer program - 

» f 

*^fr mcSney differentials across 'households corrected for the resource . 
* differences of tfcese households. But households differ in their time 
resources as well as money income. This paper argues that to base the 

benefit, schedule of an income support program on an index which defines 

} " * \ 

poverty in, terms of money income alonfe is, to create gross inequities 

across households that vary in their number of. adult^hours. The equity 

V - 

W problem, important in itself, fakes ,pn added significance when it creates 

incentives 'for individuals to adjust their living arrangements, "and the 

problem becomes aggravated if the household structure appears to be in a 

f 

. transitional phase as in the 1970 *s. % The impact of an income maintenance 
scheme on the structure of households may prove to be more .important, 
over the long run than the program's influence on the labor, supply, 
tissue that has captured , the 'attention of economists and policymakers. This 
paper attempts to shl'ff the focus of attention by laying a /oyndat^on for" 
analyzing the interaction between proposed income maintenance programs jmd 
the formation joJf households. 

' First, a poverty standard in terms of both time- and money inputs 'is 
defined. In this definition, the necessity of home proddttion for the 
well-being of *he* household's members is" emphasized . Then a measure of 
this generalized p*>vl»rt:v ^standard ifnjyrtvt to est Imaln .the. mimbdr cff ^ V 

additiohhl fenuflfe-httided Card lies who would.be counted as-pocpf because of * 

' * / - r ' & ' 



" """^rV 1 Ihe Polio, l„,,uca ttas ofca ^(definition 

*" ""t** "* ^ W^tt^M* a»o„„ the ^^.U. • 
the' t^r,^ poor,' and t„**v„ lunta r y ^ ^ . to estlMt(! £ „ e 

Poverty population. The oaper concludes „lth , „i s „, ssJ o„ „ f tl)e poU£y 
* Umm * ! " i " <! '' K " t "° "enofjf IcMU. and household, ' 



conpo.sj Lion. 



I. Defxnin, .the Needs and Resources of Dif ferine- Households ' 
. . The method currently used to determine the poverty status of a house- ' 
hold is to compare its available money resources to the official' poverty • 
• „>dex. But 'the resources of^lch household are determined by its' assets' * 
and- the number pf adult hours^vhicli are availably to earn income in. the ' 
marketplace or to produce consumption f ,oods and services outside the 
-rketplace. A household's ability to translate the~available k time into ' 
consumption depends upon its productivity in both market and nonmarkef ' ' ' 
vork^o that the same amount of* available time can .epreW vastly • • 
differ^ levels-of resources across households! A " measJce of the money ' 
value p^tl* is available fior market work in /t erms »f wagej: the value 
of the time spent outside the* marketplace .must be inferred.* Quantifications 
of hCsehoH resources, then, must include an estimate offeamed income,. 
. non-market (household) production, and assets. 2 - ' " " . 

Even if we had general agreement about the minimal nonpoverty standard ' 
: of living w e , WOu ld encounter difficulties in translating this standard M o" 

nn Index which represent/ the time and money inputs 'a household needs- to • 
;nf tnC„jhc.stn^ard. Th^ dlfttjultle. are* increased if tlnc .1, money " 
/Vector :<X^^ it „ tnl> V In. pr/nIuclnn sclioltJ , oodw ^ Stfrv?ccs< 
, -For .^mnie, a neaWnhle ass^tion is tlm the attainment of the pdVerty 

f 2 W * 



thrc|?lholA^quir^^ the household to haye;-a minimal input of time regardless 
af * the 'ai^unt- of money available, and a minimal input of money regardless' 
of the^pount^of time -available. If either the time or money available 
to the household falls below these levels, designated as- T Q and M q: , 
respectively, then the household will be considered to be poor. The 
•additional assumption is made thaf these minimal levels of time and money 
are not^suf f icient inputs by themselves to provide, a nohgpverty standard 



of "living. If only T Q time (or mon«*y) is available, then the > 

household nejeds money (or time) to ^r each the poverty threshold. 

One possible shape of this "poverty threshold" curve (or. poverty isoquant) , 
which represents the combinations of time and money inputs sufficient' to 
•attain the minimal nonpoverty standard of living, is shown as curve CABD, 
in Figure 1. (INSERT) designates the maximum number of adult hours 
available to the household. The nuWr and characteristics, of * the household' 
members determine the parameters of this curve, so that' a different threshold 
curve musjt be defined for each^type of household. The poverty standard 
presented here identifies those households which appear to have insufficient 
resources to maintain y^he physical "and .mental well-being of their 
members. The issue of which of these households should be aided by 
. government programs will be addressed below. 

. -How does this- generalized "definition of the poverty threshold relate 
to- the definition current ly'iped? The SSA definition consists ofva set^of ' ^ 
income , cutoff points," one -for each type of household (by sex of head, 
number and age of 'members .-place of residence). These points represent 
the moh^$ income needed to purchase the necessities of life in the 
contemporary tf.K- the basis -wf the index Is the economy food basket, which 
• is the lowest cost of the Department of Agriculture's (USDA^ various food 



/ 
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•plans. The USDA terms this , food plan nutritionally adequate ,l fo£ emergency 

3 f , . t • * 

;or temporary use when funds are low." The time input necessary to Sustain 

the household at this level 1 of income is not calculated. However, yjae 

•must be an important input in^fch^ preparation of the economy food basket, 

since (according to USDA's description) the lower the cost o£ a* f oo|i plan, 

the higher the level of skill and time -retired in* marketing and. food 

^preparation. Furthermore, in order for the household* to be adequately 

fed using the allotted food budget, the requirements are madf that, all * 

meals are prepared at home and that "the homemaker is a £ood manager and has 

the time and skill to shop wisely." 5 ' Although there is no explicit assumption 

that a household with income equal to the poverty standard must have a , 

p>ers&n wprking full time in the hope to be nonpoof , this assumption does seem 

4 ^ %t i" *6 % • 

to be implicit in the derivation of the official poverty standards. % If* 

• <* * , 

otfce SSA income cutoffs represent the minimum money income necessary foj: a ^ 

• ... , IS- v 

household to be*at the 'poverty threshold (M n ) , then the official definition 
corresponds to the horizontal line M C in- Figure 1. The official poverty 

i * U * • 

\ * * 

count includes those families with money inputs below 4 the cutoff line M C, 
but the generalized definition would include those families whose tin^e 
and money resources fall below the boundary CABD. Households with money 
income less than *M n are-categorized aa poor by both standards.. Hougaholds 

which are noif currently categorized ps poor but which Would be counted a© 

I/.'-, " 
poor using the generalized, defirfition are those wit'h incomes % above 4 M Q but 

with 'limited amounts of nohmarket time available relative to time requirements 

of the household. The 'next sectiop presents estimates ^fgr the th/reshcfid^ 

curve £q^r various types of hpu^T\olds. 



II. Measuring Household Needs ^< f ^ 

The only parameter of the threshold 'curve which has been identified 
is M A , 7 which corresponds to the SSA income cutoffs*. To identify the 

entire curve, the parameters 1^, T Q ,' and M x must be given along with* • 

• r s 

some measure of the household^ ability tO|Substitute between t,ime and 
money in the consumption process. An approximation of the threshold curve, 
for ten types of households is discussed below as an illustration of fiow - 

these curves might be derived. The "details of the actual^alculatiom* 

* .••-,* 

for T„, T A *. M- , and>T are gtven'in the appendix. ^ 

1 0 1 in - • 

The boundary point (T^, M Q ) on the threshold represents the 
combination of the minimum number of market inputs with the corresponding < 
number of time inputs necessary for the % household to be nonpoor.' £t this 
point few services are assumed to be purchased; and the market goods 
purchased, such as food,, do not include "labor saving 11 iteias. An 
approximation of T^ is drawn from aofet^l household time budgets, which 
document the time that households spend on "homemaking 11 tasks. The 
boundary point (T Q , 'ly represents, the situation wheoe the maximum 
substitution of money for nonmarket time has been made with the consumption 
level of the household maintained at 'the pojpty threshold. T Q , which 
resp resents the amount of time necessary t fox; supervision of those hired to 

perform the necessary tasks and for^overall management of, the household, 

* „ #• f ' 

r^esent's an unrealistic case for those at the. poverty threshold. For ^ 
jthis st.udy, T Q , whic£ is assumed to be equal to 14 hours per week for 
each household, is not an, important parameter because market work is ^ - 

constrained. is equal to' M Q plus the amount of money necessary to : 

' g. - ■ . ' ' 

buy substitutes (ifi 4 . . others-' time), to, perform all homemaking tasks. The 

assumed values- for the threshold parameters M Q , and ^ are shown in 



^able 1. For example, a household with one adult ^hd 2-3 children must 
have $78 income and 61 hours of nonmarket work or, equivalehtly, $172 
income and 14 hours of nonmajrket work, in order to be noripoot. The 

adult time^available to the household for market and nonmarket worlcV W , 

, ^' > m 

is defined as the maximum amount of time k an adult can work each week 
ovef an extended period of time and maintain his or her mental and physical 
well-being.' The minimal time necessary for maintenance (sleeping, resting, 
eating, personal care-, and leisure) is approximated to be 81 hours per week. 
Subtracting this number from the totaJ, of 168 hours in a week equates T 

'v ' • r 

to 87 hours per week f or ^ach adult irt the* household. The-*time available 

* • / ' i 

from older children is. ignored here, oecause their time is not easily 

substitutab'le between market .and nonmarket* wo rk. .Exclusion of children's 

time results in greater observed economies* of scale for time inputs as family 

size increases than' is actually the case. As the number" of children 

increases, some of the additional time inputs required are supplied by the* 

older child^n." 

The shape of the threshold curve is determined by the households * ( 

ability to substitute its* home-produced goods and services for market 

/> * / v * t 

goods &nd services.^ In the case, where "the replacement value of household 
work/Ls constant, the household can perfectly* substitute money for time 
inputs. Alternatively* the household may face .the situation where it 
replaces its time inputs with increasingly more costly market ^inputs. 
In the applications of the generalized standard below-, $2.00 and $2.50 will 
be used As two examples of the average replacement cost of nonmarket time 0 

betyeen and Tq» Both examples will hdve two cases — (I) constant 

' 10~ 
replacement cost, and (II) variable (increasing) replacement cost. 
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TaBle 1. Parameters of Poverty Threshold (Weekly Values); 4 



Household Type 



1 adult with: 



(hours) 



M l 



0 children 


i $ A3 


■ 31 


$ 77 


1 child 


58 




• 144 


2-3 children 


78 . 


•61 


172 


4-5 children 


106 

• 


63 


204 


6 or more children 


: 136° 


69 ^ 


246 



2 adult 8 with: 

0 children ^ 

1 child 
2-3 children 

children 

6 or more children 

rr^ : : ^ t 

< o ( 

a The.M n figures are the 1973 SSA cutoff points/ The H Q figures for the 
single adult households are for female hfcads-. The corresponding- figures 
for male heads are slightly higher. ^ 

b .The tt, ' figures used $2.00 per hour as the average replacement costs of 
* nonmafketxtime inputs. If! $2.50 were used, the figures would* be: 

1 adult ($85, 165, 195, 22*8, 273); 2 adults ($130, 19p,' 224, 263, 290). 



58 


43 


$116 


70 \ 


62 


"166 


94 


66 


198 ' 


128 


> 

'68 










140 


7'4 - 


260.. 
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\III> Recounting the Poor t< _ f S I * 



•7 



Ofte use of th6 generalized standard is to identify those households 
which have incomes above but do not have enough nqjkimarket-^ime 

available Vb be above the poverty threshold. This calculation requires an 
estimate- of the time an average full-time worker is engaged ia market work 
activities. One time study has shown that paid work houns account for 
82 percent of- total ,work-related tj.me with the remaining 18 percent 
evenly divided 'between travel time £nd unpaid hours of work.** In" the 

/ » 

calculations telow, 40 hours, will be .used as the representative paid work 

*. ' ' . . * 

week, and the full-time worker will be assumed to £pend 49" hours engaged in 
• • u v 

work-related activities. * V 

Any household with hn able-bodied adult engaged full-time in nonmarket 
wot*k will haVe-Aore than the required T, hours of household work. IE 
all adults in a household work full time, the amount of time available 

for nonmarket work each week is equal to 3§ hours {?er aduit* A household 

f 

with more than one adult and at least / income Will not be in poverty 

according to the generalized definition, siince tha.t household has at 

least 76 hours available for nonmarket wp/rk. But.jnote that, although M n 

is sufficient income for the household composed of two working adults wicfr^ 

children to be nonpoor,.*he adults will, t ^ave less than an hour each day in 

12 - 

which the'y are not engaged in market work or essential housework. Qhjtrfie 
other hand, even with an income *of , a household with only oneN^dult 
will be in poverty if that adult works from 13 ^to 30 hoars', depending upon 

the number of children. - * 

• *- • 

• In reality, any discussion of the single' ddult with children 



translates into a discission of the female-headed household (i/e* , a single 
woman with children). In 1973, women headed~1>6 percent of the poverty households 



r 



3o*7 



*i f > 

tfiich* had ihUdren, under 18. Yet even this large number did not include 

'!'/•£■. s ' . * * •* 

11 female-headed /families that wo6ld have been classified as poor by the 

generalized definition. Applying the broader standard to the category of 

families composed of one female with related children under 18 results^ in_ 

13 

an additional 272^00Q^of these families being counted a«L poor in 1973. 



Including these families in the 1973 poverty population^^ld have increased 

the dumber of poor female-headed families' with children by J. 4 pgrcen^ and 

14 

4 inc^eased the proportion of all families in poverty from ,088 to .093. 

*L • ( 

The scarcity of resources available to\ fomale-head£d families will become 

an increasingly important problem if the number of such households continues 

to grow. Female-headed families constituted only 9 to 10 percent of all 

families during the 50's and 60's, but their relative numbers grew sharply 

during the early ^9's. In March 1975, "13% of all families were headed by . 

« V 15 • • 

a woman; An increase in the number of female-headed families' will ♦ 

result in more families in (or near) poverty because of the low 'wage rates 

> v . ... , 

available to most women ^nd the high time requirements of the, household. 

These results Serves to underscore the point that income figures alone 
are not a good indicator of family resources- For example, three 
different four-person families — (a) one employed adult and three children, 

(10 t?wo employed adults and two children, (c) one employed adult and one 

\ v • s 

homemakfer with two children each with an income of $4505 ^ould have been 

living at the poverty tfireshold in 1973 by the v official definition. By 

the generalized standard, family A would have befn' in poverty with a 

deficit of 23, hourg of time, family B would have had 10, hours available 
— - * 'J * 

for consumption above the poverty threshold, and* family C would have had 

- ' - * v/ . < 

59 excess hours. The use of the generalized definition would .increase the , 

. • L f.. • ■ ' ' 

number of perssoffS* in poverty; but more importantly,; "this approach, defines 



v.* 
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* more accurately the resources arid choices available to various types 
c>£L households. 



IV. -Defining the "involuntary" : poor * , 

- The starting point ^for government transfer programs is the goal , of 
providing income to those households whi 
* their level of consumption is below the pov^^^N^lresho^d^^ Equity 




considerations require policymakers to different iat<N*raong pop** households 
on the basis of wittier their poverty is a result of the^^own time allocations 
or a result outside of their control. In addition, the policynu*k£r needs to 
know whicj^pbuseholds are expected to remain in poverty and which at^ 
temporarily in poverty because ot short-run constraints imposed upon th^i^ 



raarfcfet time, such a s s unemployment or unexpected household demands. As 

Hi, > 



shown <n Figure 2, a' household without assets or outside incqrae must have a* 
net wage rate at least^ equal to W q (the slope of the line IMS ) in order 

to*reach the poverty threshold. ^ (INSERT) At £his point, E , the house- 

• V * „ \ • ) ' « 

hold will havp net income M , ^ionmarket work time I , and market work time 

T— T . If the maximum* pdtential wage rate for a household is less than 



m c 

c, 



W \ that household can be defined as involuntarily poor. Such a household 

* ' * m m - 

carfcbe expected to remain in poverty A until some change in resources or t 
feedk pccu^ either through^ change in the .composition of the household' 
Ke{g. , remarriage or children leaving, home) or through a change in the return 
from market 4 work (e.g., as a result of , job . training) . A household's 
actual wagS rate may fall below its potential wa£e rate for short periods^ 
of time "as a result of unemployment or a job transition. In such 
cases, the household can be expected to be involuntarily poor, for a tfhbrt t< ^ • 
duration. Three cases exist where a household may*' be obsetVed below .the 



.ERJC - 



generalized threshold even though the household has sufficient resources 

\ 

to be above the threshold : 

^ Case A ("time Poor 11 )* The household spends too much .time 

in* market work and too little in nonmarket work. The, shaded area to 

the 'left' of. E in Figure 2 represents such possible points /^tffiere 

W>W ; T<T and . M>M / 

it £ c _ ; 

- Case B ("Time Rich 11 ). The household spends , top llttle ; time in 

market work and too much jin nonmarket work* The shaded ai^ea to the 

right of E represents such possible points, where W>W > 

1 T>T , and M<M . • • * 

c* c 

' ' • 

<- 7 - Case C ("Work as Consumption 11 ) . The household, opts f or *a job 

* 6 with a, wage rate W<W a although it has* a potential wage rate W > W . . • 

. > C r P C 

"* Households- whijjj^ are represented by these three easels cannot *be 

defined as involuntarily poor provided that the changeuin market work which 

» ,»•/■» * 

"ia^necessary to be nonpoor is actudlly an option open to them. This requires' 

{ . that? * ^ • •-' . 

Case A. They coul4 actually reduce ' their work' hours at their 
^ current wage, or they could worJj|the required number of htaurs at - 

any wage W>W c * 

o \- K ' , ;/ 

r Case B t 'They could actually increase their wprk hours at tWir. 
* ' r current wag& or they could work the required, number of hours at a , 
wag % W>W , ^ , . : m s '' *>• \ 

i> 7 C ' ft 4 

Case C. The job currently held isr hot viewed as a stepping 
stone to* a higher paying job (i.e., the current job does not represent 
n investment- by the jobholder) and the worker could actually work thfe 
fecessary lours at a wage W>W c * 

f • « 



voluntarily .poor 



I?C these conditions do hold, then the household .should be classified as 



. Estimates of the critical wage rate, (WJ , hours. of work,: (T ). > / 
t s % /' time* available vfpr nonmarket work abqve tdjp ) ; andiJLncome^ (YX -<t\\ ^ 
are shown in TaT&£d2 for ten hypothetical households usihg 197-3 SSA income ' 
cutoffs arid four examples of replacement costs for nonmarket time. Tjhe^age 



rkirii V 



rates ''shown' liave been; adjusted for the lo^t t^ne associated with Working ^ 

seric. ■,. :. .; . , . an • - : •;-'<••' : 
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(i.e., the 18 percent of the time spent i« travel and nojcupaid hours at the 
workplace) and are, the wage rate per paid hour. The assumption that «no 

adult would be expected to spend more than ^9 hours in market work activities 

1 ' * ■ * • 

, ^ represents a binding constraint for all households (jxcept the one adult, 

^one child family. For hauseholds^with two adults, or a, single adult with * 

noVchildren, the critical wage rat£ is determined 4>y the corner solution 

at point ,(T.,MJ •, since the- household has a t f, surplus n of time and does ■ 

••».lu £fr « f 

» • ' ^* 

not need to purchase any tftne inputs ir) order to work. For example, in ~ s 
a 2 adult, 4-5 children, household, both adults working ful{-time imist ear$ 
$1.60 per .hour in tfrde-Vto reach the weekly threshold income of $-123. 

./ ' / ' ■ '* ; 

*n 'In This case, the adults have 8 hours above the tin\e required ^of fullrtime 
jobs and the 68 hours of essential nonmarket work. If only one sdulg in 
a two adult hqusehold is assumed to work, the**wag£ given should be 

doubled and the hours worked halved. In contrast, single adults with 

. \. , *? . * ** 

children must buy off time in order to 'work full ^ime in the marketplace. 
For example, a single adult with 2-3* children must earn between $2.89 
and $3-33 *er hour, depending upon the replacement cost of nonmarket time, 
in a full-time jdk in order to earn the threshold irtcome, which ^ "\ 

' incrtiu%^ the SSA'cutoff i<fcome <5f $78 >lus the money .to buy substitutes, 
for 23,hoiir^of essentia] nonmarket time 

*Ho 'money wo rtf~ expenses (e.g., the increase in transportation or 
food- costs which result from working) and no fringe benefits which 

jtfbul'd replace .consumption goods represented by the threshold dutve 

y J > ' 

<e.p,.* medical insurance) , are. included in these calculations. The critical 

w.if»c iiuhulofc r.ompensfcjf. ion, f or the dccreafleMtf notunarkot time iftputs # ; ; 



nonmarkol 1 L I me 



ho low - |^ wnjoh* eaifll s from market "workj b^t^Hics Jo;5^ i)f 
inputs abovii. T, is not eompensatevl. \\tr t^ls rensonr luniseholds with 
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Table 2. Critical Wages with Weekly Inconw* and Hours of Work: Case With No Unearned Income; 



±1 \ 



Family 
Type 



: adults, wit fr r~ 
6 chiiftr^n 
1 child 

. 2-3*chtadren 
4-5 children 
6+ children 

c/- 

L a dult-^ with ; 
0^ children 
1 child ' 
2r3 children 
4-5 children 

. ' &f children 



Replacement Cost of Nonmarket Time 



$2,00 per hour^ 



I. Constant 



* b/ 
II. ' Variable-' 



Constant 



$2,50 per hour 
7^ 



Variable^ 





Y 


T 


.T W 






. w 


, s . c 


J***""*'* 




(hr) 


(hr) - 


$ .72 


$ 58 • 


98 " 


33 


.87 


70 


98 


14 " ' 


1.17 


94 


" 98 


10 


£•60 


'128 


98 ' 


8 - 


1.74 


140. 


98 


2 • 



T 

w 

(hr) 



, T . * W 
< s c, 

(hr) 



w , s, 
(hr) (hr) 



W 



w 

•Chr) 



. » - 

"(hr) 



/ 



$1.07 


* $43 


49 


7 






2.35 


1 58 


30 


0 


$2.20 


$ 88 


3?09 


124 


49 


-23 


2.89 


116 


,3.88 


'156 


49 


-25' 


3.68, 


, 148 


4.95 


198 


.49 


-31 


4.75 


.190 



Same for all cases. 
Same for all*cases. 
Same for^all. cases. 
Same* for all cases. 
Same for all cases. 



Same for all s£ses ; 



V 



V f 



J- 



49 . 
49 

49 -25 
49-* -31 



-19 "J $2.35 . $ 58 ^ 30 0^$2.35^f 

4^20. 168 
5.34 

.2> 



-2-3 «9T. 12 -^25 # 49 # 

49 -25 V * 

214 49% -31 



3.94 .• l^T - 
5.09* . 204 '49 



.-23 
r25 
-31 



V 
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'The 1973 poverty cutoff figures are used for M 0 . * » is .the critical wage,. T ' is the number of vorK-relaKdr ■ < 
hSur V II the threshold income, and tjfjflftf the number of *ours available after »Jef work .and g essent^al^ , 
nonmarket work,* if positive, or the number^f%^enhal nonmarket -hours.^ought off, if negative. 



b. 
& 



. A' 

FRIC 



See' footnote 10 for the variable replacement colts used-' ' „ * * , 

for female" heads; fo^take45ea^ sl^htffy higher^alues^are necessary Mxice^ is higher.* 



W c and . M £ are 
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■ 



of T T 
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4. 
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nonmarket time inputs greater than T have total resources above those 
represented the threshold curve, - • ' 

Examination of the critical wage rates in Table 2 rfcveal that changes 
■* «» 
'in a household's composition, which shift the 'poyer,ty threshold, have 

a dramatic effect upon the household's ^needs 'and resources. These threshold 
shifts are equivalent to large wage rate changes in their, impact upon th§. 
poverty status of a household. For example, consider 'the following ..types 
of. changes: ( < * 

« m 1. Change in the number of children at home. The critical wage 
rate for the single parent household more than doubles, with* the entrance . 
of the fir>€^hiid. Once children are present, the entrance or departure 



of a child changes the cr£t£$ar w&#e "by* approximately" 23*V8%5 percent, , 



depending upon the number of children present. For example, /Wi^fo* -' 

' i * * \ * " 

a single adult with one child 'increases from approximate^ $2^35 tg |3.^0 -f 

V. * - ° / ? ' i 

witfc the addition of another, child. For two T adtt€^ househpldi., the critical " -s * 

\S ' ^ * % * ~ *' • 

wage rates changfe much less dramatically with 4 , the -Entrance or departure of 0 

' ' ** ^ *' " ^' 

the first child (approximately 20 percenter #ie sixth child (less than 10 •! 1 

percent) . Qther changes in the .number of children ate' accompanied by a , 

change in the critical wage. of approximately one-third, < * ' W 



Change! in the numbet; eff adults^ .The departure o*f an" adiflt ftoi 



V 



a two-adult household .results' in thfe Remaining adult 1 s* critical 'wage fcncfeasiniL 

?••<••'-• , 5;W 4 .' » --■ x ... • / 

i: ' a f a«tor Vf approximately 2.4 to?3/G, depending upon tlie number il of children, ~ 

y, . \. ; ; , \ — . ■ .* p L t* . ; . 

''. present. For example; .W tor a' hdu^hold wittr^-1 children increases ,'« 
| from $1/17. to Sl.lO < i/"one jfdtjlfe t%tWcr Ylujn ..two are pt^jstent. . Conversely, If ..' * 

v. . Ai-tWtrti— toimra s : J;i»j»U' p.irght f .lmMv^hej/fc^Ui^i* wflj»e rrftorfor tftit ' ,) » ^ ; 

. i hou'sohohl with twiT^or.kin)'. 'adol't'k^wtU fajk .'6jb -^erc^ttv '•- -*! i "« ■ *"| ^ 
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3. two. hpuseholds join into one. If twb single parent households of the 

same size* combine', the critical wage rate for these households will' decline 

by approximately 45 to percent/ depending ^upon the number of* children. 

For example, if two one adult, one child households combine, If * 'decreases 

from $2.35 to $ll 17 . Conversely, the critical wage will increase by a factor 

of 1*9 to .2. 2 if these households- split . These values^also approximate the 

average change in critical wages if households of 'different si^es join or 
• • * • • • _ ; t - 

.split, although the household with the larger number of children will o 

experience greater changes in W c . * 

•m ' * * , 

V These examples serve to show that the well-being of households as well^ 

- • - # . . ; . * - i 

as the cost any income support ' program will be inf luenced-by th^'structure ^ 

of households, - .Since government policy influences household formation, any 

' analysis of an iticome transfer program .must include the ftiteraction between 

* j . . ^ 

* household exposition and the benefit .structure. 

« 



• V.' The Potential Poor • , ° , 

®' " & , , 

* These critical wage rates can be compared to a 'distribution' of potential 

t. .•>' y , ^ # . 

wag#s in order to estimate the' potential' involuntary P«w|gg.y population. - 
• 1 T%e actual earnings! distribution for urban, year-round" workers from the 
a 1970 census warf used! to derive the wage distribution shown 'in^Table 3 
h. (INSERT) This implicit wage distribution is higher than the actual potential 



1 

■1*-^ i ■* wage .distribution bfcause it excludes workers who worked less than SO.yeefea 



I 4 * , 

A comparison of the 



. • /rate§,' which should 



critipal wage rates (Table 2) with these actual wage 

^.be • increased approximately 16 percent- in order to adjus£, 
•17 



- ' / fit-*' 

Ki . ]tov fcaxes^and inflation, ^r^thoW the following: , 



) { 



v ) ,1 , 1. .^Bproxitoatelv one third of ail ful'1-.time female workers would 
| ' f • r .i ' •-\o^,be ibie'.tio 'support one child, a?- a single parent. , This , is 
» >«•'■ Is • J •* >/ ^ iilWW^M^ 6 ^ (one out. of eight male frorkers. . * 

■ ■•■ m.\i>.' <\ ■ • *L*>. 7«5l , ***** *•* • v • -.1 
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Table 3.„ Wage Distribution for Urban, Year- Round Workers, 1969 

. V*' ■ '• •'• -* • * 



/ 



Percent Distribution fqr Workers Aged 1.4 and 



2.00<W<2.50 



18 



Female ■ 


" ' Male 3 , 


Total f w </ 


100%. 


s 

. V - . 100% 


w<i.do 


11 - • 


.5- : 


I- ■ 

r.oo<w<i.5o 


! • 3' • • ■/ | 
, : : - •• _1 


1>50<W<2.00 


15 * 4- 1 

' ' i 



»-4 



2.'5Q<W<3.00 



16 



«&. — 



3.00<W<3.50 



12 



3.50<W<4.00 



8 / 



.11 




a* 



Hourly wages are calculated from yearly^ earnings* otf peifsons^wjiq ^ 
* lived in urban ^arfeas and, who worked 50-52 weeks in 196$. The 
assumption that an average, work year is composed of 2000. pAid * 
lioiirs was used'. Calculated from U.S. Bureau of Census; Census^ ( 
j jot P opulation : 137 0 »} Vol . 1, Part 1< U.S. Summary , Sec-tion '2, "a } 
r . tele 247. - " I m \ ' \ V 



$2.42 



19 



38 



$4.33 
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. ' 3. Over half (55 percent) of all ' full-time female workers 
• would not be.-able to .support 2-3 children as a single 
- parent\ Thef corresponding figure for males is around 20 
percentv-^C. \ 

4k » J> 

3. Approximately one out of eight full -time male "Q^ers 
would not be able to supporf a spouse ancf children. 



S 



"V These figures give a v s-tartlingly high estimate of the potential 
hard-core poverty population. With the present -wage ^istributidn, these * 
figures shofc^haj: many poor households, as well as those .which might 4 all £ 
into poverty with the departure of an adult, cannot "work themselves ^ptft^ ' 



of "poverty." This is ^specially true for single parent households. Many 
single parents, especially women ,^ would not be able to earn enough at a 
full-tijne job to support dependents if necessary. The economic reality o£ 
the^ situation is that'inost single women (and many jingle men) w*th children ^ 
must join with other adults or must receive government aid to be nonpoor. 

' * * y • - ' " ' 

r * * 

, VI. Policy Implications" * 

Let us how leave the sterile world where only earned income exists and 
" jturxr to the real world where taxation and transfer programs are 'important ^ 



determirtants of household income. .(The frameworjJcteveloped here ckn be useful J 

5- analyzing the distribution and impact of taCition programs. '' Idt example, . . 

.consider the U.§^ system that taxes earned iricJne but not nonmarket production. - 

In such. a ! world, 'the provision of free child care could be. argued on equity. 

- ' • I , 

•grounds, for households in which all adult* engage in market work. In addition, 
f" . f • - .. ' \ 

\ the evaluation *>f ' any income support 'program, from children's allowances. 

- ■torja-neg attvraiegme tax, must include a recognition of jLth'time and monfey 



as necessarv inputs, for hpusoho 
V *tapk'c rtttKrttJfro Income ta* scluuno 




In this jpapcr, mil yf the example of 
11 be dls.cusscil. 
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A fundamental equity problem in devising a negative income tax scheme % 
is deciding how to treat, households witH different numbers of adults. This 
problem ayris^s in setting t/p the 'benefit-taxation schedule and any 
administrative. £ules governing work behavior. Con^.der the' case where the 
guaranteed income level is M^* . Without any market work all households * 

would be at point • (T ,M n ) , which is above the poverty threshold by the amount 

« m U • * 

of time T«T -T- ^ Th^ level of the household's consumption at* (T ,M n ) * 

x m 1 • K m' 0 • 

compared to the poverty threshold <T ,M n ) * depends upon T and its 
production value. These time resources above, the threshold vary by 
household composition from 131^ hours fpr two adults with no children to 
18 hours for one adult wj-th more than five children. If T exceeds 

-\ - " l x 

4^hours, then no .cojrfpeijs^ition is needed to bujr *of f essential nonmarket 

time in oriler for the household to remain nonpoor when an ad\ilt works full time. 

This situation holds for all households with more than "one able-bodied adult 

* . \ • ■ : 

and for the single adult with no children} participation at,a*iy wage rate 
will maintain the consumption of these households above the poverty threshold, 
.Sinc£ the households compose^ of single adults with children have less than 
49 hours available for market worjk, .these households must be competfsateS for 

x \ ■ \ ' ■ T. • • , ' \\ 

fhe "essential" (nonmarket time which they lack when thef adult works 

| = - ' ' U • , . , I 

! full time. Table 4 Shows the wage rate nfecessary for the single, working, ' 

Tp. ' > . " f I . . 

adult with Children to be <Qn the threshold curve using two tax raltes (l/*3.,l/2) 
and two constant^ replacement cosf s for housi%<5ld work ($2.00»$2.50) ^ 
(TNSERt) For example u a -single adult with 2-3 children must earn 

v • ■ 

between $1.72 to $2.85'an hour 'in *a fult-time )ob in order for the 
household to be on the poverty thre'sho-ld under a negative income tax 
progifam, wit^ guaranteed level Mq . Let me emphasize that at /these' wage j 
rates, the sing'Jtte parent households would be better off Ff the adult did riot 



Table 4,« 

4 



* 

* HI 



V. 4. • 



Critic^' Wages*: Case v^ith Negative Income Tax for a Full-Time 

\ t 'a/ * 

Weaker in a Singly Parent Household- # ' } ' " 



f-. ^ • ■ 1 

Family A 
Typje " * . 


. 1 Tax R/te ■ 1/3 


4 ; ■ 1 

Tax Rate-- 1/2 > ' 1 


,-.*< by ; 

.•Replacement Cost of Time^ t 

. ' $2T7bo v , $2.5p k . : 


: " ; ; — v~ bj^i 

Replacement Cost of Time- 
$2.00 ; # f- $2.50', 


\ 

!' • • '• 

I 1 adult with: 

i 

' i" child 

j 2« children 

{ 4-5 children 

1 

! 6+ children 

i * 


^fc£ : ' u V 

Q C* 

$1.42'' .$1^77- . 
• 1,72 2.1U. 

1.87 *" 2.33. * 
'•2.32 2.88 


, .* 71 
c /. Q * , 

. - : Ti mm r 4 f / I 

$1.90 * - $2.36 . ! 
V*'. 2.30 ». ' 2^85 | 

i . ? : • .-o ' i 

| 2^0: • ^.10 ^ ! 



0 



a. The 1973 poverty cutoff fi&^s .are uSed for M o'_/ • _ _ 

b. The replacement costs of time are assumed. constant.- over the; range (Tq.TJ 



work at all, since -the paint (T^M^) represents a level of consumption 
above the threshold. Any household wi&i more than one adult will be above 
, the threshold even if both adults wark at zero wages. In this example of a 
negative i/icome tax scheme*, there is no way to prescribe the minimally 
acceptable wage rate for ea'ch household on equity grounds. This problem 



arises because thjpesserft iaJ money needs for families have been "fegjt^-iderecl 
buftyie time differentials across v famil ies have been ignored. 

The difficulties encountered ih devising an income support program 
whioh is neutral with respect to household formation are exacerbated by the 
underlying problem of how to define households — by 'legal relationships or by 
actuaj. living arrangements. Any income support program that considers only 

related individuals as households will^provide incentives for persons to form 

» " * o ^ 

households, but not as legally recognized- families. - The dilemma, for example, 
— ±.K to treat equitably the following two households — one -of-two- athrirfcsv ~< 
* 4 chilclren who are legally . related"; the other of two unrelated families, 
* each with 1 adult &nd 2 children, who live together in one hous-ehold. Most 
Likely, the absence <Jf total coordination and sharing, results ixi J the income and 
time needs o£ th<£ double family household being greater thari the needs of the 



single family households If ^thls it the cas6', treating the double family 
as a single family would 1>e punitivi and create disincentives for families 
to increase their resouigpf by joining together. Yet, if the double family 4 
a is considered as two households, their Combined guaranteed income of $160* 
would have been 25 percent larger than the guaranteed income of $128 for the 
same-sized single family household in 1973. Ome v possible solution 

m% ' I > > . ■ V • ' ' ■ V 

^would be v to ttfetat multipLe family households neither as separate households, 

" n6r as one family '.T? instead, tjhe economies of sc$le erjljoyckl from sharing lloiise- 

^ * ■ ' • 1 » ; " I * ! Tr ' w- ^ ' ; ! ' 

hd lcl pioiliu-t Ion -mii-ht bo sljafed bj the f>ojk«rnmem ami thu a Individuals. Since 

^ '««■ |. »\ - « #• 4^^- J 1 f if V V, \ . " 



one way)a family xan increase its real* income is to share household Reduction 
with others, the government should provide maximum flexibility in rules 
governing tfousehold formation, • . " 

This brief discussion only begins to. touch upon^some of- the -problems . 
* . 

encountered in analyzing the -work and formation behavior of households 
under an income support program. 19 "' Tne purpose of this discussion has been 
to emphasize the point that any income support program will affect the 
options open to people in their household formation. Since the viability, 
both politically and economically, of a- program will be affected by its 
househoW. formation incentiv€s, this, problem should receive careful attention^. 



VII. Conclusions |>N * - \ - V , 1 

The attainable level-of consumption If or a household depends upon" 

--income-and the time'avallable for' npnmarket work. The inclusion- of time 

in estimating household resources is especially importer, when 'considering , 

" those households at or tear a poverty level of -consumption. For households' 

\ - ** 

with children; the nonmarkeftime required to produce essential home 
v, services exceeds the .hours) usually required for a full-time, market job. 



A major pottcy implication of* defining" thk poverty thresholds | in Iterms of 
■ both time anld money inputs is that .many -single adults with children cannot 
command market wages high enough to bfe abovel(h> threshold without outside 
income or without .joining up with' other .adults . _ - - j 

Households cah affect their poverty status by varying their allocation 
of time between market and nonmarket work and by changing their composition. 
Althougn-*omp*ositional- changes ate less frequent othaW changes in market 
wor^and are influenced more by nonecpnomic factors , 'they are equivalent 
•^orlarge earning^ changes in their impact on" the -ppv.erty status 6'f the- 

\ ■ ■ \ . \" : • , -■ -"i 

, / ' ' ' 1 ' . ,382 ' . 
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household. An estimate of the potential poverty nopuiation must .include 
predictions of the {mrUift of future compositional shi f ts on the-pool of c 
poor families which will requires ftovernntent aid, t ^ 

The framework developed irj -this paper can be used for policy purposes 

*• * *-0 * * * ^ ' 

to rdentify those households which ase »ifltooluntarily . poqr dnd to .differentiate 

. »■ * ' j * \ * . 

** > 
anion", this r. rou P on tnC bas^ oE< whether a household is expected ra*have 

. ' ' _» • r 7 

ins ul f icient resources for a short qr .1 l(3nj: period. Although these / 



guidelines can be useful in identifying those most iji need nf governmental 
help, thev .emphasize the difficulties encountered in trvinft to fcreat n * 
equitably households ih$t differ in time and - fioncy % income, ^Because 
essential producLiom occurs in the household, and because- larye economies* 

v \ , v - !' 



bf.s-ealo nf c< \)^ tnesrrcd in *liousehald production, tncpine maiittenancp 
•^rojvr.u is should provide incentives for households to increase their real 
Income b^^benef f tijig from these 5icale^cconoinlo^ . More generally this 
pnn*M arr.«^\hat m eV.ilun^jjy' of i£h)* costs and the distribution^ 
Lup.icl of an income sun nor t pro^r'.im must include the urogram 1 a. influence 
upon household forma ti on as well as wo'rk behavior. » ^ . , * 
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Appendix. Derivation o<| Threshold Parameters _ v 
A. T. ' ' ,? * •( ' • ' * 

was calculated by' estimating t}ie . average hours per day spent on 
various homeraaking tasks\ Because thl government's poverty standard^ 
implicitly assumes the use of time intensive techniques, the time spent 
on food-related activities, clqthing care, family care and marketing 
management was .taken from the budgef strudies of nonemployed homematfers. 
The activity of house care seemed to have the largest variation and to 

.reflect a homemaker's preferences as well as 'household needs; for this 

*■ > 

* «A ■ \ ' * * 

reason we u6ed the d time' spent b y em ployed homemakers on* this activity. 

The ^verage hours 'Spent by the husband ^ere added to the time spent by 

the wife to-.g£t total adult hours. Budget studies were taken from 

Kathryn Walker and William^ Gauger, "time and Its Dollar Value in Household . 

N u ' ' — # • 1 " - * * * 

Work,' 11 Fa mily Economises Review , Fa^l.1973, and Kathryn Walker, "Household 

' » * ,4 

Work Time: Ita Implications for Family ,Decis ions,' " Journal of Home 

Economics , October ,1973. The Walker, results weVe compared with two 

other budget studied (Florence Hall and Marguerite Schroed^r, "Time 

i • 

Spent on Household ^fasks," Journal of Home Economics , January 1970; 
Sarah Manning, "Time Use in Household Tasks b^ Indiana Families,"' 
Indiana Agricultural^ Experiment Station, Pulrdue University, 'Research 
Bulletin No. 837, January 1968.) Altfiough these studie$ showed differences 
in tim6 spent by activity, pyer,all time spent on household work was 
comparable. The budget studies cited above were for husband-wife families; 
no data^$n|re ^yailable for single parent households. We assumed that the 
> one pjvpetft family would spend a half hour less each day on food-reaped 
iSctivitlc*; and house care and another 1-1/2 hours less each week. on ciothin 
care and shopping. Thin assumption was based upon a liberal interpretation 

. / • • 



of the decrease in time spent on these activities with one less child/ 

The only cfata available on single personSwere from "Summary of United 

States Time Use Survey/' Sur^e^Research 4 Center , .University of Michigan 

Ann Arbor, May,. 1966. (This stuoy was part of the larger, raulti- 

national study reported ±n A. Szalai (ed.), Th e Use of Tim e, The Hague? 

Houston, " / 1972.*) The final values of T. a*rid its components are given below. 
% J. 



Type of*- * 
Household 


Food • 
'Act ivicies 


* > - 

Care 



C<jre of 
Clothing 


Familv \ 
^Carcr _ ^ 


Marketing/ 
Management 


tota 
(J J 

If 


Turf* A (1 11 1 t < * 














0 Children 1 




10 


8 


i 


i 

9 


43 


1 child 


16 


13 


• 

8 


15 »j 


♦10 


62 


2-3. children 


18 


13 • 


.9 


16 ■ ' 


10 


66 


4-5 children 


18 


" 13 


' 9 * , 


18 , i 
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Crf children 


I 19 - 


14 


' ID 

- 


19 


• . 11 » 


74 


One Adult': 


I 




* * 


•. 1 


* 




0 children 


1 

| .10 


8 : 


: 6 • • 


' 1 \ 




.31 


1 child 


] 14 


12 




15 


9 


57 


children 


I * 16 i 


12 


\ a - 


' 16 ' J 


* • 9 


61 


' ~*4-5 children 


'■ 16 

J 


ill* 




- A8. , 


Wvl 9 


63 


6+ children 


'-. 17 - 


; 12 - 


10 

1 




10 


'69 



The/calculations for-'T^ were perfoi^ned by Cynthia Rence.' Further* 
details on , the derivation of T^ may 'be obtaiitffed from the aufhor* ^ 



The value for s Tq is based upon the assumption that an adult? member of 
the household must spend two hours a day managing the household and 
interacting with its members if the household is to rf unction as a uhit. 
For. "policy purposes, T is not an important parameter since constraints 
are placed on thiPamount of tiu^ people are expected to participate In 
markoL work* ' t 




'J. 



a 



M' , is calculated assuming the average replacement. vaj.ue of household 
work' time is $2.00 and $2\50 per hour. These values are conservative * 
for 1973* Comparable replacement rates were estimated for Syracuse, N.Y. • 
M^n 1967; they ranged from $1.65 (dishwafsheri tp $2.50 Ccleanihg woman) t 
(William Gauger, "Household Work: Can We Add)lt to the GNP?" Journal 
o f Home Economics , October 1973.) For purposes of comparison, note 'that 
frourly wages of nonsupervisory workers on private nonagricuJLtural payrolls 
increased 46 percent /rom 1967 to 1973 ( Employment ^and Earnings ., June 197S, 
Table C-l). Also,, minimum wage was $1.6CT in 1973, but~ it had been at that 
level since 1966 and was increased sharply in' 1974 (Fenton Elder, ,f The 
1,974 Amendments to the Federal Minimum Wage Law, 11 Monttfty Labor Revi ew, 

July. 1974.) . * ■ 

j* * * j 

m " 1 ^ 

^ was, constructed by subtracting the minimal amount of time a healthy 

person must devote to personal 'care, rest and leisure from the 168 hours 

* . * '> • 

\ayailable each week* The value used is t^ie Average time observed for a\Ll 

adults in a U.S. sample CSee Tabl^l; Summary of Unlte4 States- Cime U$e 

r Surve y.) Thfe observed average of 10.2 hours per day (or 71- hours per week) 
» ^ • * « * 

consisted of sleeping (7.6 hr-.), resting (. 3) , eating (1.2), and per36nalT^' 

* * . t • i * 

care (1.1). The average adult was- also assumed r fco nee£ at Ieas£ one 

' *' ■ * 

hour. each t day for free time and three additional free hours on the week-end, 

. or 10 iTours free time per week.. This is considerably below the ^6 free 

hours pet week fo*>the average adult* in the survey. ' Each adult, then, \ 

^is assumed to need *&1 Sours o^ maiateriance time each week. TChe calculations 

* * r * * 

fox ,T were performed by Cynthia Rence. . , • L " 



, 4 FOOTNOTES 
* ■ - •* . 

^Assistant Professor of Economics, University of California, Berkeley. 

• r 

This paper has benefited from camments made on an earlier 4ra£t by 

\+ * • - - * 

w Nancy ,Chodorow, Frances Flanagan, Gillian" Garcia, Aaron Gordon, Mel i 

Jameson, Theodore Keel'er, Harold Wilensky, Michael Wiseman/ and Lloyd 

Ulman. "Cynthia Rence provided inyaluatle ^assistance, financial ^sup- 

port wa£ provided- by'the U.S. Department of Labor under Research. 

n • / i ' 

• r J * 

Grant No. 72-06-74-04 and by the li)Stitute, of fndustrial Relations, 

University of i\\ U t orjii a , Berkeley". Since grantees conducting re- 

search projects under government sponsorship are encouraged Co express 

*V ♦ . - 

f* ' ^« * ' -■*» *" 

their, judgment freely, this paper does not necessarily represent J:he 

of ficial ^opinion or pdlicy^pf 9 the Department of Labor. The authot! is 

solely responsible for 'its contents.. s 

» • ♦ T . /* • » i - - i • - • » 

See Ilollie Orshansky*, "Counting the Poor: Anojthcr Look at» the ^ • 
Poverty Profile/ 1 ' Social Security .Bulletin ,* January 1965, and 

' » * r * * 

t to 1 life Orshansky, "WhoVWho among the Poor:, A Demographic View of <f 
Poverty/ 1 Social Securit y, .bulle tin, July 1965. - * . 

♦The theoretical antecedents of.rtiis paper can be^ found in Gary Becker, 

'/The" Allocation of Time, 11 The Economic* Jqttrhal, September 19{>5 , 

* • * ^ ■ 

pp. 493-517. • Empirically^ James Morgan's group' at.-the, Uni\(ersity of 

Michigan have calculated income to needs ratios' that Include "some . . 

household procjuction j[e.g. , do-it-yourself projects, home gtfpwn food) 

and child* care cokts when all parents work in the income measure;.* 

• ,<* . 

This presents a start towards a more accurate calculation of h6usehold 

resources. See Survey Research Center, A Panel Study of I nco me Dy nami 

' Vert" \": hhivehlty o'f ft&^kti^xm krb6r^lWi}°' . - 



I 



<J.S. Department of Agriculture^, "Family Food Plans, ReviJed 1964," Family 
Economics Review , October, 1964: The original index wa& constructed' ; 
J>y, as&uming ihat fodd exp.encii tuc.es- represented, 1/3 of ttie total bxidget-. 
Annual adjustments in the standards are made "by multiplying the 

*- - " * • L 

threshold levels by the change in the Cfcnsumej Price Index. For a more 
detailed discussion of the poverty standard, see "Revision iff Poverty \ 
Statistics., 1959^0 1968," Cu rrent Populat i on Reports: Special 
Stjudies,- Series P.-23, No. 23, August 12, 1969. • ' 

See U.S. Department of Agriculture, "Family Food Plans and Food Costs," 

o i . 

Home Economic Research Report No. 20, Nov. 1962. 

0 

Orshansky, "Counting the Poor," p. 10. - V 

'The imp-licit assumption of a person working, full-time at home can be 
seen more clearly in the calculation 'of budgets for nonpoor households . . 
These family budgets, issued by the Department of Labor » .are calculated for 
a hypothetical family of four —a 33-year-old husband employed full-time, 
his nonworking wife, a boy of 13 and a girl, of 8. In the "low-cost , 
budget," food accounts for ' 2-7 percent of the total budget and\restaurant^ _ 
meals 'constitute 13 percent of the total food costs'. The costs for \s 

food at home 'are based on the USDA t low-coat food plan, which includes?' 

*. ■ . . . I ^ " 

foods which require a considerable amount of home preparation. \In e * 

. addition , there is^ no provision for paid child care-. -This low-cost 

* . ° • * \ ; 

budget is considerably mote liberal than th>,poverty standard;, in 1973 the* 

'•.-/'.' ••; .. ', y 
low-cost budget for the family of four was;$8,181 (pf which $1216 was foe 

payroll and income taxes)^ and trte. comparable poverty sEandard^as $4505. 

The equivalency' tables issued fpr the purpose o.E transposing- this" 

low-cost budget to oeher family configurations 'do not -allow for time 
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„ differencials. For exan^le, the equivalent low -cost budget for the one 

r * , 

„ pajent, 3 children family is given as 96 percent of the 'standard' budget. 
If the low cost budget, asauraes an adult working fu4.1-time at home, ^ 

v • - ■ 

then surely this assumption is made in calculating the poverty standards 

* * * 

which* implicitly assymds- more, household prodncti^. -*U.S, Bureau t)f w 

Labor Statistics, l.St flp^ards cff* Living, "for an Urban Family ,pf Fo.ur Pe rspn s, 



Spring 19'67, Bulletin No. 1570-5;' U.S. Bureau t>f Labor Statistics, 



/"Autumn 197> Urban Family Budgets and Comparative Indexes, for Selected 
\ * * * ' v » - 

Urban Areas," USDL 74-304. «June ,16 , 1974; U.S. Bureau of Labor .Statistics, 

* " f ■ \ ■ " ' s \ * » V % ' 

R evised E q uivalence Scale fo?r Estimating Equivalent Income's or Budget \ 

. * v . n \ * * • - % r • 

fcosts by Famil^ Typ e, Bulleti^No. 157Q-2-, November * 1968. > ' k •> 

7. Households mustlhave money income M n available ifor/consump^tijpn in 

* \ \ ' * • * ^ " * " 

order, to be nonpoor. The s income \neasure used should be net of faxes x >* 

&rjd work expen^esl If a net me^flfiir^ is not 'used, the incbjme of/the -V' 

working populatiafT will be overestimated. * \ % , \ 

8. See ' Ganger,, ^HouselJold Work: Can .We Add It To The GNP?", Journdl'o£ 
t I A ' \ * - * s • * ------ * 



Hoina Economics, October 1973. 
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9. $he /teusehold may face the situation whe,re it replaces its time- • ', 
inputs witl\ increasingly less costly mark§t inputs, before it teaches 

\ • A - " s * ' ~ * 

the ..point where substitution is with increasingly more costly market 

« \ ' 4 

inputs. This situation will 6ccur if the replacement cost of the^time ^ 

which must <f irst be released fbr market work j&forr exmaple, child caVe) 



is "higher .than the renlacemeht cost of time, whii!h can, be released at 

* tlve adialt's discretion! (for vexample, fopd related 'activities) • 

* 1 a * "N t t m 

t cost is assumeil to be a step function on the 



• The *v*i r i ab 1 e rep I a c erne \ 
grounds t,h*it tioitsoholil 




TjnirclUiso bunillos*«of gooils (vfg., child care 



services, food services, laundry services) s For the cases 'of*l adult"" 
with 1 to 5 children, when^.the average replacement cost is $2.00, tt\e 
first 20 hours are assumed to cost $U60 each, the secpndrirS hours' are - 
assumed to cost $2. 00,; and the remaining hours cpst up to $3."00; when the 



(erage replacement -cost # is .$2,150', the s first 20/hours are'assuraed to * ' 
\ ' .« < i . \ 

\ . V ; ~ 

$2.00 "eaclw the secorid 15 hours cofet $2.5^,' ^nd the remaining hours, . 

* cost W to $3.75., For the. -case of 1 adult wit'h six. or more children, 

\t^he $2:00 average lTfcplWementV cost is divided so that, the cost of the 

fiitet 2o\bu^s is $1.60 each, the second 20/hours is priced at $1.00, 

the third 20 hours is priced 0 at $2. ,40; for the $2.50 average cost, the ' 

^ thr^e bundled of JQ Itours are priced at" $2-. 00, .$2.50, and. $3.00 each,' ' ' 
**» . - * \' - " 

*resoectively/\ In the cases of the single adult* or the two adult 

.1 »• • - \ . • ; • t «v • : 

households, no honmarket time must be rel^a'sed for the adults to eng^g'e 
. full-time in market tfork. .Therefore, their^ variable rate of substitutioV 

between market and norimarket time is unimportant in these ,considerati<jns / 

" In a^ U.S. sample, both^employed men a/d women spent *fi2 peVcent of wprk ' 

-related time in "regular work," 9 percent in "non-wcjrk," and 9 percent „ 

/ . * ' ' 

in "prip to/from' work,* See, .Table 1, "Summary of 'United States Time Use 

•Survey,*" Surrey (Research Center , .University of MicM^an/Ann Arbor, May 1966 
'Although -the two adult household has enough nonmarket' hours' available r ', ' 
after working full time to perform the -essential household workj the 
timing of these activities may preclude "both.'ddults from working withiut 
buying replacement^ time* at home. For example, child care servicep ..' 
\iust be performed each day at certain' hours,. If the adults' cannot • 1 • 
^r/ang.e their work hour's, around tj\e child care hours, then child care AC 



- . • . - , 7: 

* - * 
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'-services n^l^^-purcha'sed when both adults work.' fhe problems of 
^schedulin^^^^arket, tinje have not 'been included in our calculations* 
13. The ^ener^l i^^povertjr rate, for female headed, households was. calculated 
from the income distriEuxipIt "6£>in^ie f.e^alefe vjitfr' related childreh (U.S. 



Bureau of , Census, Current. Population Reports , "Money 



Income an 1973 of 



Families afnd Persons in the United -States Series P-60, No." 9t; 
\ % ^ * . ' ' * ' . 

el975, Table 27.) Full tine work was assumed 'to consist of *40 paid "hours 

> * 

per week, partrtime work of 20 hours ► Single female parents with fewer 
"« * * - ^ n " 

tljan six children can work part-time without buying- off essential 1 non-* . 

^market tim^, provided, the problem of young child?" 611 who would require t 

• V 

child care during working^hours is assumed away. 'The amoui\t of money 

* * * *» * 

'« ' . • 

income (M ) ' needed to be on the threshold if the female head works full- 

w - * r - i - . . 

time was calculated for each size household. The number of households* s 

with J.ncbme above M~ but below M was then calculated to be 756 

U • w • m 

thousand. .Of these households,* 35.6 percent were assumed to have the head 
working 'fori time, which would make the household time .poor... This rate 
represents the percent of female family heads who worked full-t$me at 
least 40 % week^~duTin]3r~1972 (U.S. Bureau of Census, Current Population 
Reports, "Female Family Heads, 1 ' Series P-23, No. 50, 1974, Table;L3 .) 
An, analogous (^alAilation was made for female heads with mor % e than'five 



children^who worked part-rtiipe. Similar calculations^ could be ddne for 
single male-headed households (4.438 thousand) or for the female-headed 

households with unrelated children or elderly persons, which are part 

r * . - 

of the 32^1 thousand female-headed families excluded 'from the present 
Cti I culat ions . % 
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14. U.S. Bureau "of Census, Current Population Reports , "Characteristics 

of the Low-Income Population:- 1973," Series P-60, No: 98,*1975, Table 4. 

15. U.S. Bureau of Census, Current Population Reports , "Households and , 
-Families by-Type^ torch. 1975," Series P-20, No. 282, 1975, Table 5. 

16. The critical wage rate, W c , is equal tQ \ 

M n x Zp h \ ' ■ . 

. .W p = , for P < W < P . , , , 

' . C " (T'-TJ + Eh, ; X C • 

m h ± i ' 

« where p^^ is the replacement cost per hour and h ± is the number of^ 

* * • 

. • hours in the ith bundle: The following cases occur: 

*a. Households with two adults or one adult, no children: market 

work constrained toi49 hours' per a'dult, and* no nonmarket 



( 



hours needed to be purchased' in order to work full-time. 



M 



W = k, X > f° r each adult paid for 40 hpui^s, 
c 80 • 



hi Households^ with one adult,, two or more children:* market work 

constrained to 49 houfs, and 49-(T -T ) hours had to be . 

* » m j. • * 

• purchased at the assumed rates, (see footnote 10) • The critical 

wage rates are adjusted (multiplied by 1.22) for unpaid work 
<~ related time." 
c. The one adult * one 'child household: The adult can work up 
to 30 hours .without purchasing substitutes for nonmarket-, , 

4 » ♦ 

time? This, is the optimal solution (W Q - 1.22(M 0 ^J0)) in all 
case^except the $2\00 variable replacement cpst, which is # 

similar to (b) abqve. • 
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l/.*' Tliis 16 percent adjustment figure is . based upon the following facts:* , 

av?»aj;e hourly earnings of production or nonsupetvisory workers on 

noiiaRCicultural/- payrolls increased 29 percent from 1969' to 1973 

'(Employment gnd Earnings, June 1975, Table C-l ); at thfe median ley eh* 
* * * • 

of income ($6037) s female heads of households who worked full-time, ; 

.> * .year-round paid payrolland income taxes equal to 13 percent of gross 
earnings. (Paul Ryscavage , "Atinual Earnings of Household Heads," ' 
.MonthlyLab'or Review , August 1975). 
18. " Since each adult 'is assumed to spend' 49 hours in work activities, each 

■ * household has 38 hours available for nonmarket work. The critical / 

v »■ • ' - . / ' ' 

wage with a negative income tax is then equal to , p(T 1 -38)/,(l-t)A9, 

whore p is the replacement cost of 'time and ^t" the tax rate. This 

wage rate equals the cost to the household of substituting market time 

tor. 'essential nonmarket time., These wage rates are -thfcn multiplied by 

1.22 tg account for the unpaid hours associated' with paid work -activities. 

For further analysis of the household's work. response and formation 

f ; - 
behavior under, AFDC and some hypothetical inebme support programs, see 

Vickery,' "Household Formation' and Income Support Programs," (in progress) 
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s 'Education; Earnings, -and the Ghetto; Problems in Inference 

ft6m Geographically Restricted Data • 
Michael Wiseinan*and Frederick t)oolittle , , 

* i?" Abstract . j 

Several data feets providing information on characteristics of 
households residing in poverty areas of major American cities are * 
currently available. *In this paper the usefulness of these^data for 
evaluation of policies designed to improve household 'welfare >Ls 
considered; We argue that the geographic ifegtrictions imposed by 
tfcese data can produce important b^aseaMLn policy evaluation. The t 
point is illustrated by comparison of estimated returns to education 
calculated Tusing a "poverty area" sample and returns calculated l * 
using. a mare inclusive data set. The paper is concluded with a discussion 
of the circumstances in which such data will prove valuable* 
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' EDUCATION, EARNINGS, AND THE GHETTO: 
PROBLEMS 1 IN INFERENCE FROM GEOGRAPHICALLY RESTRICTED DATA 
"Michael Wiseman and Frederick Dpolittle* 



s It is welV knovm that ordinary least squares estimates of the parameters 
of a regression model in" which the disturbance term is not. distributed 
independently of the" explanatory .variable? will be -bias e*. - In empirical , 
analysis of the relation between education* arid earnings the problem most 
'frequently arises because of lack of information on family background and- 
ability of workers, Si^ce bot* socio-economic background and ability are 
likely to be positively correlated with educational^ tainment and earnings; 
regression of earning^ on education alone will lead to an exaggerated, 
impression of the effect of school on income. % * ^ . , 

"'. A related problem is. encountered when the sample (employed is drawn in. 
such a way that the likelihood that a member of the population under analysis^ 
will be included is„not independent, of the disturbance associated with 
that member in the population regression function. The direction and magnitude 
"of. the effect^of this. 'sampling bias oiVcaef f icients In a model is dependent 

ft ' * * •% * * » r 

upgn (1) the correlation between the probability-that a pop^jllon member^ * 
will be. sampled and its disturbance and (2)' the correlation, if any exists, 
between the sampling probability and th€Yight-hand variables themselves. This 
^second source, of bias is the topic of this paper. 

Our concern with the sample bias problem-is~motivated by tgro things. 
First, the bureau of the census has recently released a substantial body of . 

data on the labor force experience of workers in "selected- low- income areas" 

I . - i" 

of major cities and certain rural counties in <:he United States. Thest Census 



Employment Surveys (CES) are extremely rich, covering in each labor" market area 
su'ch factors as training reoeived, current and past jobs, education, family * * 
status and earnings for well over a thousand workers. Tfie labor force 
participation and experience data in the ♦Census Employmei^t^surveys are far 
superior to the information onv these topics 'corlected'in the decennial census. > 

However, the scope'of the CES vis quite limited. These data were collected 

* ' ' * ; \ % 

only for adults residing in areas "identified first by reference to* 1960 , 
- f ^ i 

census data and subsequently corroborated by a variety of local sources as. . 

likely contain relatively .high proportions of persons with low income. 11 

Because of ixs richnes$~, it is naturally tempting to^ use the CES da*a 

source to evaluate the impact of education, trainiag, experience,, and other 

variables which can be affected by manpower policy on worker earnings. 

However, use of the CES in this way is. hazardous because those for whom such 

♦ 

factors 'have T, paid off^may have.l^ft , the; areas sampled altogether. Using 
the CES f >r evaluation^of policy could / in other words, be like si^veying 
the inmates of/a penitentiary to find out whether or not crimfe pays. f The 
empirical significance of this effect is difficult .to assess since data , 
Similar to that collected in the CES i$ unavailable for p/Jbplk residing outside 

* > y - [ 

the sampled 'areas, but the bias issue must be considered before such data. can 
be exploited. . 5 ... « 

- * . \ 

The work, of Beiinett Harrison on the determinants of earnings for ghetto, 
residents provides the second source of motivation 'for our concern. Harrison 



has in a ser^.e%of widejy-cited 'publications argued that the payoff to education 
fbr^iionwhites in American ghettos is at 'tie&t low w an f d ,^over certain ranges, 7^ . 

. / • > ^ " -\, 

not significantly different from zero. This conclusion is tasedoprimarily on 



/ 

* 



analysis of the earnings of workers/ residing in poverty areas of twelve of the 

largest, American S. M.S. A. 1 s. These poverty areas ~ termed "ghettos" by ' f 

. ' ■/ * ' * - v 

• Harrison ~ are iti most cases virtually 'identical to the areas covered by the 

census employment surveys, However, Harrison's data- gourde, the 1966 Survey 

of Economic Opportunity (SEO), also includes data^n residents of nonpoverty 

areas. As a result it is pbssible to use the SEO and a xeevaluation of 

Harrison's work to assess/ the importance of biases, introduced in empirical 

analysis using geographically restricted data^ike that provided by the CES. 

In section one w/ review the structure of the SEO and describe Harrison's" 

^procedure. In section two alternative estimates of the returns to education 

using ghetto and more comprehensive samples are calculated and evaluated, 

• v 

The paper* is concluded with caveats , suggestions for fixture research and 

* ' * . 

data collection procedures x and a brief consideration of the circumstances* in 

which data like that provided ii^he Census Employment Surveys may be useful. 

* ' \ ■ 

I. The Survey ofr Economic Opportunity and the Harrison i Research • 



r By now 'the Surveys of EcbnomiccOppor^nity are familiar to virtually 



4 h 

.everyone involved in re.seatcih ton household economic behavior. 'The SEO * 
' was conducted fn two /years, 1966 and 1967 ; And, ifi each yea*, in two 
I samples. The first was a national cross-sectioa patterned after the . , 

Current 'Population Survey ♦ the 'second was a supplement des^ghed to 
, . ^increage the number of observations obtained on fionwhites. T^e aupplement 

rtas drawn* exclusively from census tracts, containing a large proportion of * 
^ nohwhite persons. ? The object of the sup^le^ntation fcas to improve information - s 

available on poor families, many of* which arer known to' be nonwhite. On the 
original data tape all households residing in these . u nonwhite !t areas are 
Identified*, . * ' f 



I 



7 



' In additon to the information on neighborhood racial composition thef - 
• N ' \ . 

SEO identified households residing in "poor" areas of central cities of 

large (250,000+) S.M.S.A.'s. , These tracts were .selected on the Jrasis 

of ^criteria involving the proportion of tract families with incomes less . 

* ' * * * 

than $3,000, the proportion of families headed by single adults, average 
education and skill levels of male residents, and housing deterioration. Jy 
and large, the areas designated as "poor" in the SEO are "substantially f 
nonwhite," but areas of nonwhite population and "poverty areas" in the » 
survey are not coterminous-. In Figure tpae* have sketched "stylized" 
Survey of Economic Opportunity city with "poor/' "nonwhite,"' "central 'city" ^ 
and ."suburban" areas marked. 6 For twelve large* S.M.S.A.'s covered in the . 
SEO the actual boundaries of .these areas are available in published sources 

i The observations in the SEO on\*>rkers residing In the poverty area**, 
are employed in an important segment of Bennett* Harrison's research on 
earnings and unemployment in the ghetto. To assess t £jic? usefulness of 

education and draining as *ools foi: improving earnings, Harrison regressed 

i ' t % ' ■ 

weekly earnings, annual -earnings, 'unemployment rates, and an index of socieeAnomi 

status, on measures of education, age, training teceivefy industry, location ^ 

and an indicatot of sex for black and white poverty area residents. His tpsults 

indicate little payoff to education fbr ghetto nonwhites in what .is probably the 

critical range for an ant i-poVerty policy ': from 8-15 y^ears. Indeed % for 

nonwhites, Harrison estimates the return to a high school diploma (compared , 

to 10 ye&rs of education) • to be only about $118 per year. Harbison. was unablfe^ 

to control for family background , ability, and~other kdy vari.alfes likely 

to be £ correlated with.his regressors. But insofar as t^hey are positively 
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correlated with earnings, omission of these factors causes regression » 
estimates qf the return to education to-be biased upward and Harrison* s estimates ^ 
of the return to education to be, if -anything, overstated. * . '<•• • '' 

* Harrison is, of course, aware of the possiblity that, his estimates of .the . 
returns to education may be biased downward* by his exclusion of nonghetto • 
residents. In. published work he responds to this problem in two ways. First 
he suggests that by and large ghetto residents don't leave the ghetto.. This' 
statement is supported only by a "decidedly unofficial" B.L.S. analysis of 
Toove S/ by 7,200 ghetto families oyer a two-year period." However, it is possible 
that the critical period for ghetto exodus oc'curs'when a worker isjtoung, 
\x perhaps before he or she marries.' By looking only at^ established households, 

the B.L.S. may have assured that only relatively sedentary units were ^ 
interviewed. ° Since*- in all of the cities^ surveyed there are identified areas 

* * • 

of '"substantial nonwhite population" outside the poverty areas, it is clearly- 
^possible for economically successful blacks to move out of the "ghettos." 

Second, Harrison argues that returns to education are in general no . , - 

\ 'better forVnonghet'to residents than for people who live in the SEO poverty 
areas. To support this contention, Harrison-ran additional regressions 

employing observations ! drawn for individuals residing outside "ghetto" 

>• 

areas 'in the remainder of the central city 'and the suburban .ring. He found 
"no /earni'ngsT payoff at all for nonghetto nonwhites who' did not at least 
begin a college program. In the nonpoverty central city, nothing short of ' \' 
a college degree brings statistically significant returns to nonwhites." 
When Harrison repeated his regressions using only observations, for the - ^ ^, 

^^iih^^V^inga" he* found that "the cumulative impact of educatibn on 
■ ' noSte earnings: is no greater in the suburbs than in the ghetto." 



& .--v. * . r, • \ ■ t 




These tests are inappropriate and as a result do not neceslbrily support 
Harrison 1 s argument. Consider the following example. Suppose that the' Universe 
Consists pf people living either -inside (i«l) or outside (i=*2) the ghettojwho 
have one of two possible educational attainments E (j«l,2)\ Let n '£e, tjhe * . • 
number of people living in area i. with -education level £ calculated over both 
ghetto and- nonghet to residents, then the usual empirical measure of the dollar > 
"return 11 to education is - W^jj. or, in this case/ W 2 - 1^. 

Letting cc^ = «^ n lj^ n ij + n 2j— ^ denote tlie proportion of persons in education 
class \ living in the ghetto, then ^ 



•and 



(i) 



W 2 - W x --a 2 v lJt * (l-d 2 )y 2 ^- a L w u - (X-a 1 )w 21 (2) 
The dollax return to education calculated for 5 ghetto residents alone is 
W 12~ W 11 ; fot,non g he "o- residents it is ^^ 21 * Thfc hypothesis that 

selection effects cause estimated' returns to educ&tiqn, for ghetto residents tb 

, • *^ i i . . . ; 

be biased downward relative, to those estimat^d^fpr "the pippuiation as a whole 

e. , * 

implies that . . 



W - W > w 
2 1 . w 12 



w 



11 



(3)' 



Substituting expression (2) for the appropriate quantity alters inequality * 

(3) to * \. w ( 



w — w 
22 12 

W 21 ~ W ll 



1 - a. 



l.-'a„ 



(4) 



1 



The left-hand side of (4) is the ratio of the nonghetto-ghetco earnings 
differential for education "class- .2. to the same differential for education class 1,. 
The right-hand side is the ratio of the proportion' of workers in education class 
1 who live outside the ghetto to the same prpportipti for education class 2. } 



If selection bias is absent, the inequity should not hold />r 'at least the 
difference in size should b^ small. ^-T^^ 

Harrison, on the other hand, interprets the selection hypothesis to imply 
that education returns outside the ghetto should exceed those within, i.e., 



w 22 " W 21 > W 12 " W ll 



or 



y 



W 22 " V 12 . 1 (6). 
W 21" W 11 ' / 



But' this is something quite different f rpm tfte selection hypothesis as we have 
described- it. Comparison of (6) and (^indicates that if residence outside* 
the ghetto is. positively correlat'edlwith education, Harrison's test is too 
» severe -. (lH^/d-^) will be less than 1. pt«»'-if returns jithin residence 

classes are identical (a condition Harrison would . consider^ clear refutation 
".of the selection hypothesis), returns ' estimated foJ: t& <k$ire population will 

$. : • r *« 

exceed those within either group if (a) the earnings of .gfcgto residents at 
each level of education are less than, those' of persons liying^qutside the •- 
ghetto and (b) the 'likelihood that a worker will reside outside the ghetto 
increases with education. , v . ' 

II. An Investigation of the Selection Hypothesis/ * ' t •> 

: Ordinarily the appropriate procedure in a case such as this would be to 

• ' replicate Harrison's regressions on the same data *3ufl*%K*M f the t? mb i ned , 
ghetto* and nonghetto observations. These regressions cold then be compared to 
. "Harrison's to assess the importance of the sample restriction ^he taposed for 

- evaluating the 'relation between education and earnings,,.. We have-not done .this.- 
" Our procedure differs from Harrison's in that we employ a different data 



we 'consider only measured of earnings, we. use only observations for males, and 
We -rely on two-way tabulations rather than regressions. :~ 

Our sample is "the hd7 Survey «of -Economic Opportunity. The 1967 Survey 
£s .employed instead of the 1966 tape because if .is generally thought to be 
of better quality. 10 Hirrison^used the 1966 sample because only in that year 
was information colle<|bed, on training received by workers. This is ^n issue 

which doep not 'concert us here. 

' * " J - > 

Our basic data' Restrictions are* those" used by Harrison. We have, 

ii * « 

restricted ojar s'ample to residents of the twelve large S.M.S.A.'s identified 

* • J * * 

. \ c 9 ' 

on the SEO tape. 4 w| have eliminated from the sample all people still in w 
school, ^'elf-eir^loyfed, or th£ armed forces at the time of the survey. Since 
w4 are concerned pTiWfcily with^those peo^te who are substantially involved in 
the\m>or~£o?ce, ufe h^$ ifoli^^^^r^^oru in £n£luding,in the analysis of 
weekly ^eatnings onl 




rting at*least thirteen weeks in 



labor force in 19§6/?° All* the earnings measures we report have been 

v V ' . . *n V ' 

corrected f6r intferci^y variations in consumer prices. Unlike Harrison, we 
utilize only observation^/ for nonwhites. • / 

While Harrisdn lookslat .determinants of .weekly wages, unemployment rates, 

T J ' » • 

1 * * i / * 

labor <force participation, ' annual earnings , and socioeconomic states, we shall 

* 1 f • • 

concentrate for simplicity only on wetekly wages and earnings during all of 1966. 

Harrison states that he employed aV* a measure of weekly wage "individual 

1 weekly earnings in March 196*6. m1 ? This variable is not in fact on the 1966 tape* 

— ? : ' 13 

Harrison used, but a'similar weekly .earnings variable ^is available for 1967. 

Even though-available, a measure -of weekly wa^ in .March (the SEO survey tuont^) 
can be misleading as an ? indicator of average weekly wages earned while working 
through the rest <jf the year because of^seasonal variation and other reasons., 
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Construction ^nd cannery workers, for, example, are less likely to be taking 

in, March than at bther times.. We have chosen instead to measure ve^rkl^ wage 

fdr N our work by the quotient of reported annual earnings divid^tf by weeks * . 
^14 

spent working. ' t . t . 

• In addition to using the weekly wage for the men in our sample. we report 
some calculations below using annual ekrilings for those workers in thfe labor; 



force for forty weete or more. A full 



scale analysis of the sources of" f 



1*' 



■ interracial earnijigs differentials ca|ls for 'investigation also of, the 
• determinants of unemployment rates anil labor force participation. This is 

beyond' the scope of this paper. The jannual earnings measure should reflect 

" ' j - - 

some. unemployment effects, and less-than-fulltime labor force participation 

is not common among the men in our sample. 'Ninety-one percent of the men 

satisfying the other' restrictions mentioned above were'^n the labor-, force for 

at -least forty weeks, and it is, this group for which annual earnings are reported. 

' \ ' P " 

We have ctiosen to analyze earnings by. years ' of experience rather than 

•age (as used by Harris^) because of the now substantial theoretical and 

• ' - ^ ' . * ' 15 

empirical evidence that experience is the mor expropriate variable. % D$w 

to lack of a better alternate, we have followed Hanoch (1967) and measured 

experienced as the difference between agfe at thfe time of the sample and an 

* " * * 1-6 ' " 

estimate of the age of the worker upon completion of school. While probably 

nor too far off for men, this procedure is likely* to produce substantial 
errors in predicting the actual labor, . force experience of women. There is 
some-evidence that 'proper- accounting for experience makes significant difference 
in empirical analysis' of the earnings of female workers. Because of * 
uncertainty abouf j:he reliability of -our expedience measure tor fSnale Vdrkers , 
only observations for males. Inclusion of 1 female workers ia 
the illustration of our point. 




V 



we utilized below 



; erlc 



not Essential ,to 
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The* tabulatidns for weekly 'wage and annual earnings are presented in , K 

' 4 - . '~ V , 

-Tables l 9 fn& 2. We report averages for only the edu^tijQn range 9-16+ years 

»' # ' » * . 

^and experience range 0-20 years. These^ intervals seem the most important ^ 

for poTicy. 1 * The "differences" cited in the table are the return tp education 

.holding experience constant. The $28 cited in the o-4' years experience/ 12 years 

education cell is the difference between mean earnings for this experience group 

with 12 years education and mean earnings for workers withft^ie same experience 4 

but 9-11 years of education. - uj » t . 

'* Our hypothesis is that restriction of analysis to g#tto residents leajds' 

. ' ' a 1 f ♦ * - ' * 

to estimates of the "return" to education for nonwh'ites Wch are'less than would 

/'•**/* 
be produced when residents of all parts of the central cdfty are considered. (See 

. , / « ■' • , " > ;i V 

equation (3))' If tb.e thesis is, correct, the differences (returns.^ -should' be % 
" greater when data on all central city resident's a£e utilized in papulation of.' 
earnings averages than when ghetto^resid^tg only are considered. Fop only two 

<* ft 

cases in both the weekly wage tabulation . (Table 1) and the annual ^rnings 
computation (Table 2) do the estimated "returns" to edtgation^fall when, central 
dity residents (instead of only ghetto residents-) are considered. . 

. A'rigorous Statistical test of the hypothesis cannot be formulated ' . , / 
becftasB-the distribution of the diff ererice^tefewien'thc ^estimated "returns" ' ^ 

* * " V ^ « : ^ '20 * . ^ 

^to education injihe ghetto and central city sample±\is unknown.^ * However , 'J 
under , the null hypothesis that returns to education 'are the same inside and 
outside the ghettb, a series of samples should produce estimates of returns for 



'central city residents which are higher than estimated returns to ghetto 



residents only about half the time. The odd^ against drawing a 'difference * 

favoring th^ ghettoj5w6 time out of twelve "tries" given the ftull" hypothesis 

■ • '21 . f " " , 

are mare' than 50 A to 1. . 



|^; %xperlence 



Weekly Wage 
Nonwhite Men 



12 



Education? Class 
(Years) 



13-15 **• 



16+ 



(Years)* . Ghetto C.C. 
0-4 Mean* j -55. .52 

I « 

4 ' ' - 

Difference - - 
Standard Error** 3.56 3.06 

• * i 

Observations 103, 144 

! 

- » » - % 


Ghetto , C.C. 
75 8i 
19 28 

4.64 . 3.54 
89 • • 143 


• Ghetto C.C." 

* 

84 * 108 
9 • 27 
8.61 -S.64 
32 \ ' - 6\' 


Ghetto C.C. 
*i62 137 
78 ' 29++ 
15.07 * 10.13 
•3 20 


■ ■■ — *^ — | ■ . *■ - ■ ■ • ■ i 

5-9 Mean * 94 95 

* • 

Difference 

» 

• Standard Error *• 5.18 3.69 

* Observations . . .74 101 . 


/' 

102 113 - 
-8 t 18 
,4.06 * .2.86 
68 k ' 110 


149, * \143 
47 , * 30++ 
22.64 - 9.18 

7 . 29 


161 '196 
12 ' 53* ' 
27.37 -13.37 
6 16 


' 10-1 L -MMn 108 * 103 

Differenqe . - 
> Standard Error .5.33 4.09 
J^tl : * Observations " ,08 x . 96" 


115 a 112 
7 ' • ' 9 
' 4.-»84* - -3.61 
*60> • . 118 


135 ' 141 

. . *. 19 • . - , 29. 
12.00 8760 ' 

12 . .29'-. 


' 143* 167. ' 
8 J 26 
J 6.52 .11.45 
10 „ 21 


- I^-JIQ Moan 107 107 

Difference - } 
Standard Erro? 5.04 1 4.62 
' t . * Observations • " 60 ' , Bl' 


115 *' 119 
.8 ' 12 
J 8.37 4.84 
33 * 67 


.126 * 143 

11 . ih 

10.87 - 6. 4L- 

* li "? 36 


136 • 170 
X.%0 * ! 26 . 
. .27.84" . 13.95* 
- 4 21 



I" 



I^Sotirc&f Tabulations by authors from 1967 Survey ofi Economic Opportunity • 
^ ^* « Weightejlffco account fqj: variations in sampling probability ^ ( 

Standard, errotf of mean, adjusted for variations in sampling probability 
p£ Underscored differences afe*/significantly greater than zero at the 5% con£i'd€»hce 
W HiCr-^Size of difference relative to that computed .using ghetto, sample is inconsistent, 



CO 



with- hypotheais. See text. 40*$" 



* TABLE 2 

Annual Earnings 
Nonwhite Men 



v 



I, 



P Experience 
^ Class 
(Years) * 



Education Class 
(Years) 



9-11 



12 



13-15 



Mean* 
Difference 
Standard' Error** 
Observations 



Ghetto 



2J.83 



. c>c. 



.'ft 



196.03. 

.. # 
75 



21 



-174.11 
, 101 



Ghetto - 
3778 
1595 

238198 

- 65 



C.C. 
3928 
17 32 

184.38 

! 

ldf- 



Ghetto 
4100 
^ 321 
433.28 
• •: -2-5 



C.C. 
5289 
1361 



/ 16+ 
Ghetto 

■ 5839 

1739 



.351.41 <Ml6l.40 



51 



C.C, . 

6533 **' 
• 1244++ 
564.03 
16 



5> 


Meah 


3889 


4202 


4855' 


5357 


5775 


7012 s 


631? . 


*9028 


' 1. • 

1 


*Dif f erence 
• r v 




• • i" _' 


* : 965 


1155 


| 921 


1655 


542 * 


■ 2016 


' 1 


' Standard Error. 


', 239.51 \ 


• 197.33 


236.43 


182. 4i 


1445.76 


. .530.71 


2079.86 


983/60 


1 


Observations 


72 


99 


^ 68 


,109 


9" 


• 30- 


" . 6 ' 


15 


* (io-m- 


«, * * — 

Mean 


437? 


46.02 


5387 


5446 


5643 


6310 


. 7299, 




• . 8506 




Difference 


p 




J.008-' \ 


v " 844++ 


25-6- 

* 


.'" 864 


1657 


2196. 
587.79 


i 


, Standard 'Error 


* S 

248.49 


207.65 


234.47 


48.B7 


'633.80- 


537.91 ' 


332*. 60 




'Observations 


■ 71 


99' 


55 


112 


12 * 


'29 


- 10 

§ % 


'21 


. 15^19 


Mean \ . ' 1 rf 


H 

- 4572 .■ 


4712 


• 5512 


- . 5709 


5760 


T ■ 

7078 

< 


t 

,5567- 


8233 


i 


^D^ff erence ^ 
Standard Error" 


272.68 


2^1.83 


^ 940 \ : 
332/54 


996 
- 245. 86, 


248 . 
764.40 


. 1370- 
382.44 • 

« 


--193 
1769.01 


1155 
'795.21 . 




, Observations 
« — - • 


6.0 


82 


31 




' ' 12 . 


37- 


5 


22. 

« 



s Source ^^Tabulations by authors from 1967 Survey of Economic Opportunity. Restricted- to men in the labor force*40 Weeks or 



more. 



^ERIC* Veighted to* account 
^.Haa^EHk Standard error of mej 



!for variations in Sampling probability * v 

n, adjusted^ for variations in sampling probabiUfy^ 



+ * Underscored differences are significantly greater than: 2gro--atf the 5% confidence levels 



m. 
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These data provide some information on the correlation* between education 



IF-" 



• » i-rf 



and -residence. In table 3 we reporb.results of calp^ttion^-froo our SEQ-> ? 
sample of the proportion of central city male resi^Tents^livtng-l^Te-ghetto 
for each education class. The 'decline of^ghetto resid,ency-as-education 
increases "is substantial. It is this correlation that. -«L,ha*e> argued renders / . i. 
Harrison's- tests of the selection/hypothesis inadequate—- 



0-7 
8 

9-11 
12 

13-15 
16+ J 
Overall 



• ' Table 3 ' - 

Residence of Sample 

Estimated /Total Males Meeting 
Sampl/e Restriction; 

* Living in" 
Central Citiy 

263,990 

158 x 691 

400,i'02 

- 371,681 * 

145,85* - 

« •'' 79,044 

, 1,419,361 



Living in/ 
"Ghetto 1 / 

■ ;/' 

192,837 
•101, 598' 

'V ■ 

• 231 /789 

/ K 

170,7,50 
• 36,439 



Pronprtion 

inZWelelp": 



•64 

[7S8r 



22, 
756, 



320 
235 



Source: Tabulations by 
• Opportunity. 



.29 ' 
..53 



the authors from the 1967 Survey of Economic 



2. \ * f 



-. — t * \ i 



• or v - \, y 



■Vs. i jr 



0 - 



'■fv 
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III. Conclusions > *' # - 

These results suggest that researchers utilizing data, sources like the 
Census f Employment Surveys do so at some risk. Our calculations of the impact 
of sample restriction on estimates of the,tefeurn to ^ducat^or^ are hardly 
definitive, however, and a* caveat is in order. 

• * ( . • * ; 

* The ^'selection hypothesis" is fundamentally dynamic. It suggests 
something About changes in residence over the lifetime of persons educated in 

central city low-income areas/ Our results, however, were obtained using 

* # ' » • 

cross-sect ioiv data. It is possible that ncfae of the nonghetto dwellers in 

i 1 

our sample were educated in poverty areas and that detailed research would . 

verify Harbison's contention that few popple, ^successful or not, leave the 

t 

.ghetto. The selection effect may itself rest on omitted, variables rather 
than migration. Our resalts are fully consistent with any of the following 
''omitted variables"' hypotheses: (a) people living outside the ghetto have 
greater ability than those living within, (b) people living outside the ghetto 
have greater access to jobs than those 'living within, (c) people living . , . 

outside the^ ghetto have access to better schools, ete. Rejection of the ^ 

* ' i . 

alternatives awaits availability of longitudinal data with relatively detailed* 

* 

information on worker history, location of residence, and location of work. 

It Us* unfortunate that the sampling bias prablem exists. The^abor force 



4 



participation, earnings, unemployment, atjd straining data in the 1970 census 

are inadequate .for most serious research. Th& data in the cenjsus employment 

* • " .* * * * 

surveys are much better. Cost* probably prohibits collection of informat^pn 

• ^i,^ y J ]r j ^ 

with as much detail at a comparable sampling rate on a national .basis, fitfwever, 

* in the future it would be possible for the census bureau to sacrifice coveragtg. 

' :,/ >' ' ■* ■ J J 

in some Gities for complete metropolitan oove^ge ixi others* We would, for I' 
example, be happy to give, up the survey of poverty areas in Akron, Ohfo, for a 



more comprehensive survey in Houston. Intensive coverage of poverty Areas £Ould " 
in these surveys be retained if desirable by making the sampling, rate higher % 

s/ * ' S ' f ' ( ^ ^ ,< ^ 

in quch k areas than in pthere*/ V" 9 ^ *t ' \ . 

# • Despite^ their shortcomings,, the census employment surveys axe Hardly useless. 

Ttyey provide the best' picture available of employment problems of residents of 

poverty areas. Far more information is, collected in these surveys than is 

produced by the densus. While inmany cases inadequate for the evaluation of 

policy, these data are essential to its formulation.^ < \ ,x . * % * , 

good example is provided by public servifce employment. Fighting 

poverty by providing people with jobs in the public sector has a long history 

and-sizable political support.. Unfortunately, the capacity of cities to 

provide jobs and the number of slots- the ^Federal government is willing to fund 

both fall Short of the number of potential applicants for such employments 

* f "* 

* * 22 v *" * 

under" reasonable assumptions about- program characteristics ♦ Since it is _^ 

likely that the ,lion f s share of the target group for public employment programs 

■ ' ■ / ; , % ~ M - 

resides in the areas identified -by the Cen$us Employment , Surveys, *these datsi 

, can.be, employed to assess applicant pools under 'various program: designs arid 

the degree to which program characteristics ^must vary across cifies €b Recount 

'for intercity variation in labor market and Worker characteristics:. - ' * 

• ■ •• ; 

te*'-"'"'- ■> . * * . - ■■ ' \ . - * * -. 

r •. • • - ,. • : • 
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Footnotes 



* 



^The authors are Assistant Professor of Economics* and graduate 
Student in economics and law at the University of California,, Berkeley. 
They appreciatively acknowledge (without implication) the research assis- 
tance of Steve Morrison, typing by Chris Miklas and Linda .Dayton , and 
general aid provided by'the University's" institute of? Industrial Rela- ' x 
tions.- t^s. research was partially, supported by the- ^lanpower 'Administra- 
tion of (■tre^U.S. Department, of Labor under" Research and Development Con- 
tract? No, 81-06-72-1 and Research Grant No. 42-06-74-£4<. Since grantees y ( 
conducting research and development.projects under goVernmerlt sponsorship ; 
•are encouraged to express their own judgment Yreely,. ^this paper does not ;* 
necessarily represent the official- opinion or .policy of the Department of 
Labor. The authors are solely responsible .for its contents. This is a 
draft circulated fot discussion; it should not be cited.or quoted without 
the authors' permission. - * *.'*'*»'' 

^dr'a'description !?ee U.S. Bureau of the Census (.1972b). 

' • _ i . : • " ; 

2 U.S? Bureau of the Census (1972b), vi: * • 

3 See Harrison/ (1972a and 1972b). > * 

' She description which follows jJ taken' from* the SEO codebook and , 
related documentation (U.S. Office of'fconomic Opportunity [1967] and 
[1968]). ^ 

m . *- ' 

a 5 All' this may seem ,a bit pedantic, but misunderstanding of the , 
Wc sample design of this dat^a source is widespread!. For example Welch, 
in a recent article' reportipg-evidence of the earnings-education relation- < 
ship derived from the SEO, states: "The SEO increased the percentage" of 
blacks by adding ... a companion sample including gbout 20,000 persons 
from 'poverty' areas. It is . unfortunate that stratification *as based 
~*upon an income correlate." (4973, p. 894) Here Welch is referring to the 
-criteria by which poverty areas were designated, not areas necessarily 
" selected for the supplementation.^ * 

6 We have drawn both 'the ^"nonwhite area" and f the "poor area" as 
< unmedfsubareas of the- central c'ities., This may not b6 the case. 

7 *See Harrison X1970) Chapter 2. "Poverty areas" are drawn only • . 
in central cities-, because the SEO only identifies them explicitly in 
thl»\ase. The re are, of course, poverty areas- in the suburbs too. See , 
U.S. National AdvLsorv Commission .(1968) , 408^409. « g " '■' / 1 



- " 8 Harrison (1972a), p.- 113.' , 
> 9 ibid. , p. 114. • ' 

io ' X * 

Much mofe extensive "cleaning 11 w.as cpnducted on the 1967 data * 
set than was the case for' the 1966 sample.' See Office of Economic Op- 
portunity (1968) „ 

^For this purpose we employed the B.L.S. 1 s' city ftidex ,of consumer 
prices for low-income families.. See U.S. Bureau of Labor 'Statistics 
(1967). • * *' , 

e x 12 Harrison (1972b), p. 803.. 

•13 1 ' ' 

It is not clear (at this writing) what variable actually £nded H 

up as Harrison's weekly wage measure. In correspondence, Harrison says 

that the variable may have been earnings in 1965 divided by weeks worked 

in t;he^year. .If this is so, the' variable is the same as we employ later. 

Vs.,, - ** . 

14 : . * * 

♦ Thejre are problems with this measure also. "Weeks worked" is 
V j e P ort e d in the SE0 on ly categories of 1-13, 14-26, 27-39, 40-47, 48-49, 
"'and 50-52 weeks. The -midpoints of the intervals were employed to convert 
this back to a '"continuous" variable. This obviously, introduces error 
into the measure for people who worked less* than a full year . o % * . 

15 Mincer (1974 j , p.' 47. 

' ' 16 » 

Following Hanoch and Welch we have assumed the following ages of 

enfry into the labor market^ 

Years of school 
' . completed ' ' 0-7 *8 9-11 12 13-15 16+ 

Age of 'first year % . ^ , - 

out of school «^ 14 16-18 " 20 23 -26 * . 

"Experience" is assumed to equal the current age of> the worker less his 
* estimated £ge at reaving school. „ 

17 ' • - > 

Harrison* included both men and women in 0 his regressions and ac- 
counted ,for differences in labor market experience between the sexes with 
a dummy variable. The implicit assumption ist^that sex does not affect 
Nche marginal ijppact of either education or experience of workers on earn- 
ings? A casual examination of£ census data^qn the relationship between 
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i * ' • ' \ ' * 

earnings and education indicates that. sex differences in the payofrf to 
education are pronounced > (U. S . Bureau of the Census [1972a], 25)T 
ha'ye decided to avoid this problem by looking only at men.' 

• 18 " * 

.All summary statistics are appropriately weighted* to reflect 

variations among individuals in the likelihood of inclusion in tfie sur- . 

vey. A complete set of these tabulations is available on request from 

the authors'. * t • ' % 

1 Q v 

, ' The reported significance levels for tire estimated returns to 
education are only approximate. We have not in these calculations assumed 
that the within-cell variance of earnings is equal across education and 
experience cate*gories--the hypothesis that it is resoundingly rejected* 
when Bartlett's test is" applied (see Brownlee [1965], pp r 290-293). 
Where the sample size's are small 'the degree of freedom utilized in the >; 
t-tests were adjusted using the procedure suggested by Wilks (see SehefM 
[L970]). Bartlett's test is 'sensitive to nonnormality ; it is possible 
that a transformation of earnings rather than the linear y form we 4iave ■ used 
might have made Harrisop's assumption of uniformity of error variance more 
tenable / v 

20 Recall that the ghetto sample is wholl/y contained in thfe central 
, city sample and there are, no reasonabla grounds/for assuming the variance 
of -earnings vithin the ghetto is equal to^tlialfoutside of it for* people 
with similat education and 'experience. \ 

\ ' ' - ' ' . V 

- : 9 21 WWen- the "forty-week labor force participation restriction is 
.removed atfd the annfcal earnings of all men satisfying the basic sample 
restriction Criteria are considered, . these .conclusions are not altered.- 

22 \ 

See \Levy and Wiseman (1975). - * 
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